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I. 

Q. 

A. 

Q. 
A. 

Q* 

A. 

Q. 
A. 

INTRODUCTION AND OUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Shawn Bradford. My business address is 2355 W. Pinnacle Peak Road, Suite 

300, Phoenix, Arizona 85027, and my business phone is (623) 815-3136. 

IN WHAT CAPACITY AND BY WHOM ARE YOU EMPLOYED? 

I am employed by EPCOR Water (USA) Inc. (“EWUS”), the owner of EPCOR Water 

Arizona, Inc. (“EWAZ” or “Company”), as the Vice President of Corporate Services. 

PLEASE DESCRIBE YOUR PRIMARY RESPONSIBILITIES FOR THE 

COMPANY. 

My primary responsibilities for EWUS include the management of the Customer Care & 

Billing, Public & Governmental Affairs, Information Technology and the Rates & 

Regulatory Departments. 

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND EDUCATION. 

I have been employed by EWUS since February 1,2012. Prior to EWUS’s acquisition of 

the American Water operations in Arizona and New Mexico, I worked for Arizona- 

American Water beginning in the fall of 201 1. 

I have over 26 years of experience in the water and wastewater industry, with experience 

at all levels, including management, operations, and maintenance. Prior to my current 

position with EWUS as the Vice President of Corporate Services, I served as the Director 

of Operations for the Central Division with EWAZ and was responsible for over 81,000 

water and 45,000 sewer connections in the Sun City, Sun City West, and Agua Fria 

Districts. 
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11. 

Q. 
A. 

111. 

Q. 

A. 

Q. 

A. 

I possess an MRA with a focus on Strategic Leadership from Amberton University as well 

as a Bachelor of Science Degree in Management from Becker College and an Associate’s 

Degree in Environmental Engineering from Northeastern University. 

PURPOSE OF TESTIMONY 
WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE? 

The purpose of my direct testimony is to provide background regarding the wastewater 

districts that are part of this proceeding and to provide support for the Company’s position 

regarding full consolidation of its wastewater systems. 

BACKGROUND 

PLEASE PROVIDE SOME BACKGROUND AS TO THE WASTEWATER 

DISTRICTS THAT ARE PART OF THIS PROCEEDING. 

EWAZ’s five wastewater districts include the Sun City Wastewater District, the Sun City 

West Wastewater District, the Agua Fria Wastewater District, the Anthem Wastewater 

District and the Mohave Wastewater District. 

PLEASE DESCRIBE THE WASTEWATER TREATMENT PROCESS USED BY 

EWAZ ACROSS ALL OF THE WASTEWATER DISTRICTS. 

EWAZ currently operates and maintains six wastewater treatment plants in the five 

wastewater districts. The company uses an activated sludge treatment process at all of the 

wastewater treatment plants currently in service. The basic principle of activated sludge 

treatment includes the use of microorganisms to feed on the organic contaminants in 

wastewater, producing a high quality effluent. 

By taking this common approach to wastewater treatment the Company is able to 

provide all of its wastewater customers with the same high level service. It also generates 

operating efficiencies by leveraging one common treatment process across the entire 

business which helps reduce operating expenses. 
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Q- 
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PLEASE DESCRIBE THE COMMUNITIES WITHIN THE AGUA FRlA 

WASTEWATER DISTRICT. 

The Agua Fria Wastewater District provides service to the master planned communities of 

Corte Bella, Crossriver, Rancho Silverado, Rio Sierra, Dos Rios, Rancho Cabrillo and 

Coldwater Ranch in what is referred to as the Northeast Agua Fria area and the 

communities of Russell Ranch and Verrado in the southern portion of the Agua Fria 

District. As of July 31, 2014 the customer count in the Agua Fria Wastewater District is 

6,123. A map of the Agua Fria District is attached as Exhibit SB-1. 

HOW IS WASTEWATER FROM THE NORTHEAST AGUA FRIA AREA 

TREATED? 

A master-planned wastewater collection system sends waste streams by gravity to the 

Northeast Agua Fria Lift Station No. 1, where it is pumped for treatment to the Company’s 

Northwest Valley Regional Water Reclamation Facility (“NWVRWRF”) located at 1 1 102 

W. Rose Garden Lane, Sun City, AZ. The NWVRWRF is a 5.0 million gallons per day 

(MGD) water reclamation facility that treats raw wastewater to A+ effluent standards. The 

NWVRWRF is located in an unincorporated section of Maricopa County and also treats 

wastewater flows for ow Sun City West Wastewater customers. The treatment process 

consists of screening, grit removal, nitrification and de-nitrification, clarification, post 

clarification filtration, and liquid chlorine disinfection. The Company operates an aquifer 

recharge and recovery system to allow for beneficial recharge of reclaimed water from the 

NWVRWRF. 

HOW IS WASTEWATER FROM RUSSELL RANCH TREATED? 

Wastewater flows through a collection system by gravity to a Company-owned wastewater 

treatment plant. The Russell Ranch Water Reclamation Facility (“Russell Ranch WRF”) 

is a wastewater treatment plant with a design capacity of 60,000 gallons per day (gpd). 

The treatment process includes influent pumping, equalization, biological nutrient removal 

(nitrificatiodde-nitrification) using an activated sludge system with clarification, and 
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hypochlorite disinfection. followed by de-chlorination for removal of any chlorine 

residual. Effluent is recharged to the sc,surface via two recharge basins adjacent to the 

treatment plant. Biosolids are transported to the Company’s Verrado Water Reclamation 

Facility (“Verrado WRF”) for solids handling. 

HOW IS WASTEWATER TREATED IN THE VERRADO COMMUNITY? 

Wastewater collected from the Verrado community flows by gravity through a collection 

system to the Verrado Water Reclamation Facility (“Verrado WRF”). ‘The Verrado WRF 

has the capacity to collect and treat 830,000 gpd using a conventional activated sludge, 

biological nutrient removal process that meets A+ effluent standards. The treatment 

process consists of screening, grit removal, nitrification and de-nitrification, clarification, 

post clarification filtration, and liquid chlorine disinfection. Pretreatment stnictures include 

an in-channel step screen, grit chamber, and influent equalization tank. Secondary 

treatment structures include two aerobic basins, two anoxic basins, and two clarifiers, all 

of which operate in parallel. Solids handling consists of an aerobic digester and belt filter 

press. Dewatered sludge is disposed of off-site at an approved landfill. Reclaimed water is 

reused by the Verrado community via an extensive reuse irrigation system which provides 

golf course irrigation and other reclaimed water uses. In addition, there is an Aquifer 

Recharge Facility one mile northwest of the Verrado WRF which utilizes two vadose zone 

wells for aquifer recharge. By utilizing reclaimed water, the Verrado community is able to 

mitigate groundwater use to irrigate the community’s golf courses. 

PLEASE DESCRIBE THE COMPANY’S WASTEWATER SERVICE IN 

ANTHEM. 

In the Anthem community, the Company provides wastewater collection and treatment 

service for approximately 9,000 customers. The Anthem Wastewater Treatment Plant 

(“Anthem WWTP”) is an activated sludge, tertiary-treatment plant (membrane bioreactor) 

that treats the wastewater from the Anthem community. The Anthem WWTP removes 

organic and suspended material from the waste stream to meet A+ effluent standards for 
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unrestricted use. The plant has a design capacity of 3 million gallons per day (gpd). The 

recycled water is disinfected before being used for irrigation or recharged into the 

groundwater aquifer. 

PLEASE DESCRIBE THE SUN CITY WASTEWATER DISTRICT. 

The Sun City Wastewater District is located in the northwest portion of the Phoenix 

metropolitan area, Maricopa County, and provides wastewater service to the communities 

of Sun City, Youngtown and portions of the City of Surprise and the City of Peoria. The 

district includes a wastewater collection system with seven lift stations and a metering 

station. EWAZ collects the wastewater and then delivers it through a regional collection 

system for treatment at the Tolleson Wastewater Treatment Plant (“Tolleson WWTP”). It 

is important to note that while wastewater treatment in Sun City is provided by the City of 

Tolleson, they also use an activated sludge treatment process similar to the Company’s 

other wastewater treatment facilities. 

PLEASE DESCRIBE THE SUN CITY WEST WASTEWATER DISTRICT. 

The Sun City West Wastewater District is also located in the northwest portion of the 

Phoenix metropolitan area, Maricopa County and provides wastewater service for the 

community of Sun City West. The District includes a wastewater collection system with a 

single lift station, located at the corner of Bell Road and El Mirage Road. The wastewater 

is collected by gravity and then lifted, or boosted, for treatment at EWAZ’s NWVRWRF. 

FINALLY, PLEASE DESCRIBE THE SERVICES IN THE MOHAVE 

WASTEWATER DISTRICT. 

The Mohave Wastewater System is comprised of two distinct service areas located in 

Mohave Valley and at the Arizona Gateway development. The Mohave Wastewater 

system is located in the community of Fort Mohave. The Fort Mohave area is served by 

our Wishing Well Water Reclamation Facility (“Wishing Well”). a 400,000 gpd extended 

aeration wastewater treatment plant located south of Bullhead City. The treatment process 

consists of headworks, which include a grit basin and fine screen, Parshall flume meter, 
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aeration and anoxic basin with nitrification and denitrification capability, secondary 

clarifiers, multi-media filters, chlorine contact basin, clear well with pump station, sludge 

holding tank and sludge dewatering unit. The effluent is delivered and sold offsite for 

beneficial reuse in man-made lakes at the Lakes at Los Lagos subdivision. TheFort 

Mohave service area is approximately 3.5 square miles and there are approximately 1,700 

customers in the wastewater service territory. 

The Arizona Gateway Treatment Plant (“Gateway Plant”) is located at the 

intersection of Highway 95 and Interstate 40 and is approximately 12 miles north of Lake 

Havasu City. The Gateway Plant is an underground 112,000 gpd extended aeration plant 

that serves a collection system for a commercial development block that includes a truck 

stop, fast-food chains, a gas station, storage buildings, and other structures. Influent enters 

into a flow-equalization basin, and is treated in two separate train aeration reactors with a 

sludge holding tank. The effluent is then disinfected using chlorinatiodde-chlorination 

and disposed into an evaporation pond located within the compound of the treatment plant 

site. This service area is approximately 0.25 square-miles. 

HAVE THERE BEEN ANY RECENT CHANGES TO THE WISHING WELL 

PLANT? 

Yes, the Wishing Well plant had an original design capacity of 250,000 gallons per day. 

This plant was expanded in 2008 to accommodate increased flows that were being 

received fiom the wastewater service territory. The plant was designed as an extended 

aeration plant that would produce class B quality treated effluent. The eMuent from the 

Wishing Well plant was provided to the Desert Lakes Golf Course, which is adjacent to 

the Wishing Well plant, to be used for irrigation of the golf course facility. In mid-2012 

EWAZ stopped providing effluent to the Desert Lakes Golf Course and began to provide 

the Buena Vista Homeowners Association (“BVHA”) with effluent from the Wishing Well 

plant. 
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IV. 

A. 

A. 

Q. 

A. 

In order to provide effluent to the BVHA, however, it was necessary for EWAZ to 

make operational changes that would enable the plant to produce A+ quality effluent and 

to construct a six inch force main to deliver the effluent. An agreement was entered into 

with BVHA for them to receive A+ eMuent from EWAZ. BVHA provided the funding to 

pay for the installation of the force main as a refundable advance. The modifications to 

the plant included converting an existing aeration basin to an anoxic zone for 

denitrification. Other modifications included adding an airlift mixed liquor return pump 

and associated piping, installation of baffling in the chlorine contact chamber, replacement 

of diffusers throughout the plant, as well as installation of dissolved oxygen (DO) 

analyzers. 

CREATION OF ANTHEM AND AGUA FlUA WASTEWATER DISTRICTS 

PLEASE DESCRIBE THE HISTORY OF THE CREATION OF THE 

CONSOLIDATED ANTHEWAGUA FRIA WASTEWATER DISTRICT. 

My understanding is that the Commission set initial rates for the Anthem Wastewater 

District on June 19, 1998, in Decision No. 60975. That Decision created a new water 

Certificate of Convenience and Necessity (“CC&N”) and a new wastewater CC&N. A 

subsidiary of Citizens Utilities Company (“Citizens”) - Citizens Water Services Company 

of Arizona (“Citizens Water Services”) - was granted both the water and wastewater 

CC&Ns. At the time of Decision No. 60975, Citizens Water Services provided wastewater 

utility services only in Anthem.’ 

HOW DID CITIZENS WATER SERVICES BECOME PART OF ARIZONA- 

AMERICAN? 

In Decision No. 63584, dated April 24,2001, the Commission approved the acquisition of 

Citizens’ Arizona properties, including those of Citizens Water Services, by Arizona- 

Other Citizens wastewater districts CC&Ns (e.g., Sun City and Sun City West) were held by other 1 

Citizens subsidiaries at that time. These certificates were granted over time based on individual 
developments. For example, the Sun City Wastewater CC&N was granted in Decision No. 46641(Dec. 31. 
1975). 
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Q* 

A. 

American Water Company (“Arizona-American”). The acquisition was finalized on 

January 15, 2002. Arizona-American then began referring to the former Citizens Water 

Services Wastewater District as Arizona-American’s “C W Service District.” Anthem’s 

wastewater rates were first changed by Decision No. 67093, which was issued on June 30, 

2004. Throughout the conduct of that rate case, the “CW Service District” was referred to 

as the “AnthedAgua Fria Wastewater District.” The subsequent compliance tariffs for 

Anthem wastewater service filed in connection with Decision No. 63584 referred to the 

district as “AnthedAgua Fria Wastewater District.” 

HOW DID THE VERRADO, RUSSELL RANCH, AND THE NORTHEAST AGUA 

FRIA SERVICE AREAS BECOME PART OF THE ANTHEMIAGUA FRIA 

WASTEWATER DISTRICT? 

In Decision No. 64307, dated December 28,2001, the Commission approved the extension 

of the Citizens Water Services’ Wastewater CC&N to include the new Verrado service 

area. Citizens Water Services was authorized to charge the same rates in the new area as 

were then in effect for the Anthem wastewater service, with the addition of a new hook-up 

fee that would be applicable only to Verrado customers. Arizona-American’s acquisition 

of Citizens Water Services was finalized two weeks later, on January 15, 2002. In its 

subsequent compliance tariff filing, Arizona-American referred to the former Citizens 

Water Services wastewater service territory as its “CW Services District.” 

On September 18, 2001, Citizens Water Services, applied to extend its wastewater CC&N 

to encompass the Russell Ranch service area. On April 17,2002, the Commission issued 

Decision No. 64746, which approved the CC&N extension. The Commission noted the 

name change from Citizens Water Services to Arizona-American Water Company. The 

compliance tariffs again referred to Arizona-American’s “CW Services District.” 

On August 20, 2002, Arizona-American applied to extend its CW Services District 

wastewater CC&N to include the area referred to as the Northeast Agua Fria service area. 
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Q* 

A. 

V. 

Q. 

A. 

Q. 

For the first time, Arizona-American referred to the former Citizens Water Services 

wastewater district as the “AnthedAgua Fria District”. The Northeast Agua Fria service 

area was added to the AnthedAgua Fria Wastewater CC&N by the Commission in 

Decision No. 65757, dated March 20,2003. 

HAS THE COMMISSION SINCE DE-CONSOLIDATED THIS FORMER 

DISTRICT? 

Yes, in Decision No. 73227 dated June 5, 2012, the Commission de-consolidated this 

district into the Anthem Wastewater District and Agua Fria Westewater District. 

FULL CONSOLIDATION 
DOES EWAZ CONTINUE TO SUPPORT FULL CONSOLIDATION OF ITS 

WASTEWATER DISTRICTS? 

Yes, EWAZ continues to support full consolidation of its wastewater districts as the best 

long-term solution to address the concerns raised by its customers, but more importantly as 

the most equitable approach in the long term for establishing reasonable rates to recover 

the reasonable expenses and capital expenditures that will ultimately impact every district 

at some point in the future. In the long term, all wastewater customers will benefit from 

predictable, uniform rate structures, reduced regulatory expenses and increased 

efficiencies. Moving to a consolidated district with a single rate structure mirrors what 

consumers experience in most municipal districts and with many large gas and electric 

utilities. In other words, rates are the same regardless of where a customer lives within a 

municipal area or within a utility’s service territory. 

WHY DOES THE COMPANY CONSIDER THAT FULL CONSOLIDATION IS 

JUSTIFIED? 
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A. The Company would like to point out a number of observations related to its wastewater 

systems. 

1. 

2. 

3. 

4. 

5 .  

6. 

7. 

Every residential customer of the Company, regardless of geographic location, expects 

and is entitled to receive the same level of service. 

Each class of customer in a district receives essentially the same service as a 

corresponding class in another district. 

Providing a common type of wastewater treatment to all of our customers, regardless 

of where they are physically located, supports the concept of a single rate for like and 

contemporaneous service made under the same and substantially similar circumstances 

and conditions. 

Customers view themselves as being served by EPCOR Water and not as being served 

by a specific operating district. 

Because the existing rates for each district have been set on the basis of the investment 

and expenses for each particular district, the wastewater rates vary markedly from 

district to district. The disparity is in part the result of the absence of economies of 

scale in the smaller districts, the disproportionate effect imposed on the smaller 

districts by even routine investments and by the episodic investment of capital in 

individual districts. 

Under the Company’s organizational structure, many operational activities are 

centralized. Billing, accounts payable, payroll, purchase of materials and supplies, 

insurance and pension benefits, original entry accounting, public affairs, liability 

insurance, personnel training, engineering, water quality, budgeting, and rate case 

preparation are accomplished on a centralized basis. 

Each of the five wastewater service districts depends upon EWUS for its capital and 

debt financing. It is the Company, not the individual operating districts, that raises the 

capital necessary and, in turn, allocates it to the various districts. 
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Q* 
A. 

8. One consolidated district is the right direction because all of our customers, regardless 

of where they are physically located, would pay the same rate for like and 

contemporaneous service made under the same and substantially similar circumstances 

and conditions (e.g. collection of wastewater and treatment via activated sludge). 

WHAT ARE THE PRIMARY BENEFITS OF FULL CONSOLIDATION? 

As noted by Ms. Diane Smith in her presentation to the Commission, consolidation 

provides numerous benefits to customers, including the following: 

1. 

2. 

3. 

4. 

5 .  

6. 

7. 

8. 

9. 

Consolidation would offer and could be a long-term solution to eliminate disparity in 

rates: 

Improves service affordability for customers; 

Helps control cost of customer accounting and billing systems; 

Provides ratemaking treatment similar to that for other utilities; 

Improved rate stability and elimination of rate shock; 

Reduction in the number of rate cases and associated expenses; 

Elimination of cost allocation issues between districts in rate filings; 

Standardized service rates and charges across all districts; 

Reduced customer confusion with respect to differing rate schedules among districts, 

which improves customer service efforts; and, 

10. Lowers administrative costs for the Commission. 

Most importantly, consolidation offers the best short-term and long-tern solutions for the 

issues that have been raised by many of the Company’s customers. This includes the 

customers that have raised the issues that led to this proceeding as well as customers in 

other wastewater districts. In the long term, which is the timeframe that the Commission 

should examine, all customers will benefit. These customers will benefit as consolidation 

allows for the ability to make needed capital investments in smaller districts without 

imposing burdensome rate increases, as those costs are spread over the entire, consolidated 

13 
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entity. Over the long term, every EWAZ wastewater district will require needed 

improvements, and as systems continue to age, these improvements will be costly. On an 

individual district basis, however, those investments will occur in significant amounts all 

at once as large projects are undertaken, with district-level rate spikes resulting from the 

investment schedule. Unlike deconsolidation, in which each district would be required to 

pay for the entire cost of an improvement within that district regardless of its cost (and the 

smaller the customer base in the district, the greater the proportionate increase), 

consolidation allows for all costs to be spread over a greater number of customers. 

SHOULD THE PROXIMITY OF THE DISTRICTS AND WHETHER 

INFRASTRUCTURE IS INTERCONNECTED DETERMINE WHETHER 

CONSOLIDATION IS APPROPRIATE? 

No. Although it is true that the physical infrastructure and treatment plants of certain of 

the wastewater districts are separate fkom one another, this should not be determinative in 

setting rates, Other major utilities, including electric utilities (Arizona Public Service and 

Tucson Electric Power), natural gas utilities (Southwest Gas) and telephone utilities 

(CenturyLink), have unified tariff structures across Arizona even though they serve many 

different communities. The same is true for large municipal water and wastewater utilities 

that serve numerous neighborhoods within their municipal boundaries (City of Phoenix). 

For example, if APS constructs a large facility in Phoenix or Flagstaff, the costs of these 

facilities, while they may not directly benefit the entire service territory, are spread over 

the entire customer base. 

EWAZ also believes that, particularly with regard to wastewater, the geographical 

differences in service territory should not be an impediment to consolidation. It is rarely 

feasible for a large wastewater utility to serve all customers by one treatment plant. For 

example, the City of Phoenix has three wastewater treatment plants for the treatment of its 

citizens’ wastewater. Ultimately, the benefits of a unified, consolidated rate structure 

outweigh any issues presented by consolidating geographically distinct service areas, 
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Q. 

A. 

Although cost causation is an important principle in ratemaking, it should not be the only 

determining factor. Taken to an extreme, each community could be required to pay for 

and install treatment plants to treat its wastewater. Under true cost causation, that 

community would bear the entire cost of the improvement. However, this approach 

eliminates the numerous efftciencies that arise out of full consolidation both operationally 

and administratively. 

HOW DO FUTURE IMPROVEMENTS IN THESE DISTRICTS IMPACT THE 

CONSOLIDATION ANALYSIS? 

Over the next five years, EWAZ expects to spend over $9.3 million dollars on regular 

capital improvements for the wastewater operations in Sun City and approximately $4.9 

million in Sun City West to improve lift stations and pumps, and to replace a major force 

main. 

EWAZ also anticipates spending approximately $5.3 million in capital 

improvements for plant facilities and equipment and membrane replacements over that 

timeframe in the Anthem Wastewater District. Wastewater Erom the Russell Ranch 

subdivision is currently treated at the Russell Ranch WRF. Russell Ranch WRF is an 

above-ground prefabricated metal treatment plant which is typically designed and 

constructed to serve as an interim wastewater treatment solution until a permanent in- 

ground concrete and steel regional water reclamation facility can be brought into service. 

The Maricopa Association of Governments Regional Wastewater Master Plan has even 

identified Russell Ranch WRF as an interim wastewater solution. Russell Ranch WRF 

was placed into service in 2004 and currently meets the treatment needs of the existing 

residents. However, RRWRF is already showing normal signs of wear and tear typically 

associated with an above-ground package plant and is nearing the end of its use l l  life, 

Consolidation will smooth the rate impacts of future capital expenditures over the entire 

wastewater customer base. The expenditure amounts in each district will likely continue 

to increase annually over the longer term as the existing facilities continue to age. 
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A. 

WON’T CERTAIN CUSTOMERS’ RATES INCREASE AS A RESULT OF 

CONSOLIDATION? 

Yes, by the very nature and activity of moving to one uniform rate from varied rates you 

will have some increases and some decreases. As shown in the data provided as part of this 

filing, there is no question that certain districts would experience rate decreases in the 

short term from full consolidation and others would experience rate increases. Generally, 

these differences occur because of the relative size of the customer base in different 

districts or because the facilities that serve custoiners in one district are older and therefore 

cost less when they were installed many years ago, than newer facilities in another district. 

This, however, provides only a snapshot of the situation at this moment in time. Although 

the customers in the Sun City district will experience an increase in rates in the short term, 

it is important to note that the vast majority of collection system infrastructure in Sun City 

was installed in the 1960s and 1970s and has reached or is reaching the end of its useful 

life and will require the replacement as infrastructure begins to fail. In its most recent need 

surveys, the Environmental Protection Agency (EPA) estimated that the funding need in 

the United States for drinking water infrastructure totaled $335 billion (in 2007 dollars) 

and wastewater infrastructure needs totaled $298 billion (in 2008 dollars). Over a period of 

years, all facilities will need to be replaced or upgraded as they wear out or as new 

regulations affecting wastewater treatment are enacted. When these new facilities are 

installed, they will inevitably be more expensive than the ones they replace. Over time, 

districts that have older and less costly plant will see it replaced or expanded with newer 

and more costly plant. 

Without consolidated rates, the burden for these new more costly facilities will fall 

only on the customers in that district, the implication being higher rates and possible rate 

shock. In other words, just because a particular district has lower rates today does not 

mean that those rates will remain Low in the future. 
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Q* 
A. 

Q* 

A. 
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WHAT OTHER BENEFITS ARE THERE FROM CONSOLfDATION? 

Consolidation will also lead to administrative efficiencies. For example, when rate cases 

must inevitably be filed to address capital improvements and higher operating costs, the 

Company will be unified and only one case will need to be filed. As such, the costs of 

processing the rate case will not only be reduced for all parties including the Company’s 

customers, the Commission and the Residential Utility Consumer Office (“RUCO”), but 

the individual customer cost will be smaller because any increases authorized by the 

Commission will be spread over the entire customer base. 

A single uniform rate structure allows larger utilities to acquire small troubled 

systems that lack capacity because it makes it possible to spread costs over a larger service 

population and maintain more stable and affordable rates for customers of some smaller 

and more expensive systems. 

IF THE COMPANY’S WASTEWATER DISTRICTS WERE FULLY 

CONSOLIDATED, WHAT WOULD OCCUR IF A LARGE CAPITAL 

IMPROVEMENT WAS MADE THAT ONLY SERVED ONE LIMITED AREA 

WITHIN ONE OF THE ORIGINAL SERVICE TERRITORIES? 

Inevitably, each individual district will require a large capital improvement such as the 

replacement of a wastewater treatment facility that will largely benefit only those 

customers within that district. It is this type of occurrence which highlights the benefits of 

full consolidation, If consolidation is approved, the cost of this type of improvement 

would be spread over the entire consolidated customer base. As noted above, in the 

Company’s plans to replace a force main that moves wastewater generated only fiom the 

Sun City West District along Bell Road to the NWVRWRF. This project is currently 

being evaluated and early estimates project the cost to be between $3 and 5 million. 

Without consolidation, this cost would be solely the responsibility of the Sun City West 

customer base but under Ml consolidation this cost would be spread over a much larger 

customer base leading to smaller rate increases. Similarly, just as one area of a 
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I 

consolidated system may need a large improvement one year, another area may need i 

similar or larger improvement the next year. Over time, all customers benefit fron 

consolidation, as the rate impacts from discrete improvement projects are not as severe. 

DOES THAT COMPLETE YOUR DIRECT TESTIMONY IN THIS 

PROCEEDING? 

Yes, it does. 
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I. 

Q. 

A. 

Q. 

A. 

11. 

Q* 
A. 

111. 

Q. 

A. 

Q. 

A. 

Q. 

INTRODUCTION AND OUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER 

My name is Shawn Bradford. My business address is 2355 W. Pinnacle Peak Road, Suite 

300, Phoenix, Arizona 85027, and my business phone is (623) 815-3136. 

ARE YOU THE SAME SHAWN BRADFORD WHO PROVIDED DIRECT 

TESTIMONY IN THIS CASE? 

Yes. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS CASE? 

The purpose of my rebuttal testimony is to respond to certain issues raised by intervenors 

in their direct testimony, particularly with regard to the issue of whether the Commission 

should support full consolidation of EPCOR Water Arizona, Inc.’s (“EWAZ” or 

“Company”) wastewater systems and several parties’ recommendations to defer a 

Commission decision on the policy question of whether consolidation is appropriate for a 

later proceeding. 

CONSOLIDATION 

HAVE YOU REVIEWED THE TESTIMONY SUBMITTED BY THE 

INTERVENORS IN THIS MATTER? 

Yes, I have. 

BASED UPON THAT REVIEW, DOES THE COMPANY CONTINUE TO 

SUPPORT FULL CONSOLIDATION OF ITS WASTEWATER SYSTEMS? 

Yes. A review of the testimony and the positions taken by each of the parties highlights 

that, if the Commission supports a policy of consolidation, it should make that 

determination now. 

WHY SHOULD THE COMMISSION MOVE TOWARD FULL CONSOLIDATION 

NOW RATHER THAN WAIT AS RECOMMENDED BY CERTAIN PARTIES? 
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A. 

Q. 
A. 

Q* 

The decision to support full consolidation is a policy decision that the Commission can 

and should make now. Delaying that decision will not change the policy rationale for or 

against consolidation. In a future consolidated rate case, the Commission will be faced 

with the same parties and the same positions. If approved, consolidation will initially lead 

to an increase in some rates and a decrease in others. Although some of the fine points of 

rate design can be modified in a future rate case, there is no reason to delay the policy 

decision facing the Commission in this proceeding. 

HAS THE BASIS FOR THE COMPANY’S POSITION CHANGED? 

No. As I stated in my direct testimony, the Company believes that full consolidation is the 

best short term and long term solution for the Company’s wastewater customers. Also, the 

Company views full consolidation as the most equitable approach in the long term because 

full consolidation will enable the Company to provide all of its customers with the same 

wastewater service for the same price by establishing reasonable rates to recover 

prudently-incurred expenses and reasonable capital investments that will ultimately benefit 

every district at some point in the future. As stated in my direct testimony, in the long 

term, all wastewater customers will benefit from uniform rate structures which will reduce 

customer confusion over the existing disparity in rates, reduced regulatory expenses and 

increased eEciencies in operational planning and the deployment of capital. In my direct 

testimony, I discussed ten benefits arising from full consolidation of these wastewater 

districts. Nothing I have seen in the testimony of intervenors in this docket has changed 

my strongly held belief that these benefits make consolidation worthwhile. In fact, the 

testimony of certain witnesses, including Mr. Simer from Verrado, provides additional 

support for full consolidation. 

YOU MENTIONED M R  SIMER’S TESTIMONY. WHAT OTHER BENEFITS OF 

CONSOLIDATION DID HE DISCUSS? 
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A. 

Q* 

A. 

Q. 

Mr. Simer discusses in detail in his testimony criteria that must be examined for any rate 

design. As he notes in great detail, fill consolidation as set forth in the Company’s 

proposal meets many of these criteria. Most importantly, the Company’s fill 

consolidation proposal is understandable, free from controversy over interpretation (i.e., 

will not lead to confusion); and will lead to rate stability with more manageable increases 

in the future for the Company’s customers. Under consolidation, customers would benefit 

from consolidation through stable and predictable rates, reduced regulatory expenses, and 

increased operating efficiencies that will result from the economies of scale of a unified 

wastewater system. All EWAZ customers would be recipients of the same level of service, 

regardless of geographic location, and existing disparities for these services would be 

eliminated. 

IN STAFF’S TESTIMONY, MR. BECKER NOTES A CONCERN THAT RATES 

FOR SUN CITY CUSTOMERS HAVE INCREASED UNDER THE COMPANY’S 

CONSOLIDATION PROPOSAL. IS THAT A VALID BASIS TO RECOMMEND 

AGAINST CONSOLIDATION? 

No, it is not. Any full consolidation proposal will lead initially to an increase in some 

rates and a decrease in others. The Company, of course, takes any rate increase seriously 

and has heard and listened to the concerns raised by its Sun City customers. However, the 

Company continues to believe that fill consolidation is the best long term solution for 

ALL customers. 

STAFF ALSO RECOMMENDS THAT THE COMMISSION ORDER THE 

COMPANY TO COME IN FOR A FULL WATER AND WASTEWATER RATE 

CASE FOR ALL DISTRICTS NO LATER THAN JUNE 30, 2015. CAN THE 

COMPANY MEET THAT REQUIREMENT? 
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A. 

Q* 

A. 

Quite simply, no. An undertaking of that magnitude will take the Company additional 

time. As a result, if the Commission supports consolidation and wants the Company to 

come in with a new rate case for all districts, the Company would propose that the 

Commission require it to file a new rate case application based on a December 3 1, 2014 

test year for all of its wastewater districts by September 30, 2015, and to file a new rate 

case for all of its water districts no later than September 30, 2016. If the Commission 

does not make a decision on consolidation as part of this proceeding and asks the 

Company to come in with a new rate case for all wastewater districts, the Company would 

propose that the Commission require it to file a new rate case application based on a 

December 3 1, 2014 test year for all of its wastewater districts by September 30, 2015 and 

once a decision is reached on the policy of consolidation a date would be selected for a 

new rate case for all of its water districts. 

Contrary to the positions of certain parties, including RUCO, the Company is in 

compliance with prior Commission decisions relating to the filing of future rate cases. In 

fact, this same argument, made by the Anthem Community Council at the onset of this 

proceeding, was rejected first by the Commission at its July 22, 2014 Open Meeting and 

again by the Administrative Law Judge in response to the Anthem Community Council’s 

Request for Reconsideration of the Denial of the Motion to Stay of Proceeding’. 

CERTAIN PARTIES HAVE FOCUSED ON THE NEED FOR A FULL COST OF 

SERVICE STUDY AND OTHER MORE RECENT DATA. DOES THE 

COMPANY BELIEVE THIS WILL CHANGE THE ANALYSIS? 

The Company, of course, will provide a full cost of service study (and other customary 

rate case information) for the rate case described above as required by the Commission. A 

~ 

1 

Stay and Remand filed by Mr. Marshall Magruder for the same argument, Judge Nodes noted that “[wlhile Decision 
No. 73227 also directed EPCOR to ‘file the system-wide rate filing as ordered by Decision No. 72047.. , as soon as 
possible,’ it is not practical, or likely possible, for the Company to file a system-wide consolidation proposal until the 
three-year deconsolidation transition of the Anthem-Agua Fria wastewater systems is completed. (Id) It is also 
notable that Staff found EPCOR’s application in the instant case to be sufficient as of April 4,2014.” 

In a June 2,2014 Procedural Order in Docket No. WS-01303A-14-0010, in response to the April 25,2014 Motion to 

6 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 

A. 

full cost of service study and all of the other standard filing requirements will be a large 

undertaking and is another reason why the Company will require more time than 

recommended by Staff. However, the Company does not believe that a cost of service 

study will change the policy decision to be made by the Commission. There is no doubt 

that a cost of service study will show that consolidation will result in some revenue shift 

between customers in different districts and different customer classes. It will also 

demonstrate that full consolidation is not based on absolute cost causation. These facts are 

known now. A cost of service study is an historical analysis and, as such, will not show 

the long term benefits of consolidation on customers’ rates as they will be impacted by 

future infrastructure improvement costs and the capital required to make those 

investments. A decision must be made on the policy of consolidation, and as such, there is 

no reason to await a cost of service study prior to making a decision on whether to support 

consolidation. 

MR. SIMER FOR VERRADO AND MR. NEIDLINGER FOR ANTHEM BOTH 

RECOMMEND THAT THE COMMISSION CONSIDER A PHASE IN OF FULL 

CONSOLIDATION. WHAT IS THE COMPANY’S POSITION ON A PHASE IN? 

Although the Company continues to support its proposal for an immediate change to fbll 

consolidation, it would not object to a revenue neutral phase in of no more than two steps 

with the second step occurring at the conclusion of the wastewater rate case noted above. 

It must be noted that if the Company files a new rate case by September 30, 2015 for its 

wastewater districts, rates in these districts will almost certainly increase based on 

increases in costs and other capital improvements made by the Company. 

In the event a two-step process is approved, the Company recommends that the first step 

of the increase follow the rate design testimony provided by the Company’s other witness, 

Sheryl Hubbard, wherein Sun City and Sun City West rates are increased, with the final 

step of consolidation being approved at the conclusion of the wastewater case noted above. 

Taking this approach, any approved increase as part of this proceeding would not 
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Q. 

A. 

Q. 

overburden the districts experiencing the increase because their cost of service under a 

company wide deconsolidated rate model would also increase. 

Based on its review of the proposals of Mr. Simer and Mr. Neidlinger, the Company is 

more supportive of a phase-in in a manner similar to that proposed by Mr. Simer. He noted 

that a two-step phase-in will lessen the immediacy of the rate impact, providing a more 

gradual transition to a consolidated system. Moving forward with a smaller initial 

adjustment follows the ratemaking principle of gradualism. Taking this approach also 

allows for a final consolidated wastewater rate that is based on costs and capital 

improvements using a December 3 1,2014 test year. 

STAFF RECOMMENDS THAT THE COMMISSION NOT IMPLEMENT THE 

THIRD PHASE OF DECONSOLIDATION FOR THE ANTHEM AND AGUA 

FRIA WASTEWATER DISTRICTS. WHAT IS THE COMPANY’S POSITION ON 

THIS APPROACH? 

The Company does not support this approach.’ Although this approach will keep the 

status quo, it is the current status that led to the initiation of this proceeding. More 

importantly, adopting the Staff’s recommended approach will not address whether the 

Commission supports a policy of consolidation. If it does, it should make that 

determination now rather than delay that determination. 

RUCO GOES FURTHER TO RECOMMEND THAT THE COMMISSION 

IMPLEMENT THE THIRD PHASE DECREASE FOR THE ANTHEM 

WASTEWATER DISTRICT AND NOT IMPLEMENT THE CORRESPONDING 

INCREASE FOR AGUA FRIA, BUT RATHER DEFER THESE AMOUNTS. 

WHAT IS THE COMPANY’S POSITION ON THIS PROPOSAL? 

* The Company also notes that despite Staffs assertion that this phase has been delayed until February, this is not the 
case. Under current Commission orders, the third phase is required to be implemented in January 20 15. 
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A. 

Q. 

A. 

Q* 

A. 

The Company strongly objects to this approach. Although I am not an attorney, I 

understand there are legal issues with not allowing the Company to earn its authorized 

revenue requirement. In addition to the legal issues, this would make for a misguided 

policy decision. Simply delaying a decision will only make the issue worse and will not 

address the underlying and critical policy decision which must be answered. 

IS RUCO’S PROPOSAL ONE OF THE SCENARIOS ORDERED TO BE 

CONSIDERED BY THE COMMISSION IN DECISION NO. 74588? 

No. This is not one of the three scenarios that the Commission ordered to be examined in 

this proceeding. In addition, this new position by RUCO is inconsistent with RUCO’s 

position in the prior phase of this case in which the Commission ordered full 

deconsolidation of the Anthem and Agua Fria Wastewater Districts. In that phase of this 

proceeding, RUCO recommended deconsolidation of these districts and supported the 

three step phase in of deconsolidation which the Commission ultimately adopted as part of 

Decision No. 73227. Moving away from this would invalidate the rates approved by the 

Commission. 

DOES THIS COMPLETE YOUR REBUTTAL TESTIMONY IN THIS 

PROCEEDING? 

Yes, it does. 
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I. 

Q. 

A. 

Q. 
A. 

Q* 

A. 

Q. 
A. 

INTRODUCTION AND OUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Sheryl L. Hubbard. My business address is 2355 W. Pinnacle Peak Road, 

Suite 300, Phoenix, Arizona 85027, and my business phone is (623) 445-2419. 

IN WHAT CAPACITY AND BY WHOM ARE YOU EMPLOYED? 

I am employed by EPCOR Water USA Inc. (“EWUS”), the owner of EPCOR 

Water Arizona Inc. (“EWAZ” or “Company”) as the Director, Regulatory and 

Rates . 

PLEASE DESCRIBE YOUR PRIMARY RESPONSIBILITIES FOR THE 

COMPANY. 

My primary responsibilities with EWUS are to direct the preparation of rate 

applications and other regulatory filings consistent with the applicable regulatory 

agency’s filing requirements in Arizona and New Mexico. I am also the regulatory 

liaison between EWUS and the regulators of EWAZ and EPCOR Water New 

Mexico Inc. as well as any public outreach for our customers. 

PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND EDUCATION. 

I have been employed by EWUS since the purchase of Arizona American Water Company 

in February 2012. I was employed by Arizona American Water Company commencing 

in March of 2007. 

I have more than 30 years of experience in public utility accounting and regulation; 20 

years of service with utility regulatory agencies in Michigan and Arizona with the 

remainder of time with water and gas utilities in Arizona. During my employment with 

the regulatoiy agencies in Michigan and Arizona, my responsibilities included managing 

and preparing revenue requirement calculations for water, steam and electric utilities. 
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Q. 
A. 

11. 

Q* 
A. 

111. 

Q* 

4917695-1 

My subsequent employment has been with Citizens Communications Company, Arizona 

Water Company, Arizona-American Water Company, and now E W S .  My 

responsibilities have primarily been in the rates and regulatory areas of all of the utilities, 

but I have also been involved in the financial planning and analysis and reporting side of 

the business. 

I have a Masters of Business Administration from the University of Phoenix and a 

Bachelor of Arts degree with a major in Accounting from Michigan State University. I 

am a licensed, certified public accountant in the states of Arizona and Michigan. I am a 

member of the Arizona Society of Certified Public Accountants and the American 

Institute of Public Accountants. 

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION? 

Yes, on many occasions. I have also testified before other regulatory commissions in 

various jurisdictions. 

PURPOSE OF TESTIMONY 
WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE? 

The purpose of my direct testimony is to provide specific information relating to the three 

consolidatiorddeconsolidation scenarios set forth in the Arizona Corporation 

Commission’s (“ACC” or “Commission”) Decision No. 74588. 

BACKGROUND 
PLEASE PROVIDE SOME BACKGROUND AS TO THE INITIATION OF THIS 

PROCEEDING. 

On July 8,2014, in response to customer complaints and petitions regarding the 

Company’s Agua Fria district’s rates and charges for water and wastewater 

services, the Commission’s Utilities Division Staff docketed a memorandum and 

proposed form of order for the Commission’s consideration (“Staffs 

Memorandum”). The Commission then adopted Staffs proposed form of order as 

set forth in Staffs Memorandum, with certain amendments, in Decision No. 74588. 
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Q* 

A. 

As noted in the Decision and Staffs Memorandum, EWAZ’s present rates and 

customer bills comply with approved Commission orders. The rates that are the 

subject matter of the Agua Fria customer filings are rates that have been authorized 

by the Commission. 

The current rates in the Company’s Agua Fria Wastewater District arose from two 

decisions. In Decision No. 72047 (Jan. 6, 201 l), the Commission approved a rate 

increase for the Anthem/Agua Fria Wastewater District. As part of that decision, 

which resulted in part from a settlement agreement, the Commission left open the 

docket to consider de-consolidation of the AnthedAgua Fria Wastewater District. 

Following an extensive hearing in which multiple parties participated, including the 

Russell Ranch Homeowners Association and the Corte Bella Country Club 

Association, the Cornmission issued Decision No. 73227 (June 5,2012), which 

ordered the de-consolidation of the AnthedAgua Fria wastewater district into two 

districts. New rates based on this de-consolidation were ordered to be phased-in 

over three years, with the final phase occurring on January I , 20 15. 

As such, EWAZ’s next rate case for these districts could not occur until after June 

30,2015, which would be the earliest test year end date (Le., six months after the 

commencement of the last phase of these rates). This requirement to wait until six 

months after the commencement of new rates is a standard requirement that has 

been imposed by Commission Staff to improve the accuracy of reflecting the rate 

change in the test year revenues. 

IS IT YOUR UNDERSTANDING THAT THIS PROCEEDING WILL 

PROCEED UNDER A.RS. 0 40-252? 

Yes, that is my understanding. The Company’s August 8,20 14 filing argued that 

the proceeding had already commenced under that statute. As a revenue-neutral 

examination of rate design for its wastewater districts, the Company continues to 
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believe that a rate case is not required and that under the Commission’s current 

orders, a rate case could not proceed at this time. 

CONSOLIDATION/DECONSOLIDATION SCENARIOS 

A. FULL CONSOLIDATION 
DID THE COMMISSION REQUIRE THE COMPANY TO EXAMINE 

FULL CONSOLIDATION OF ALL OF ITS WASTEWATER DISTRICTS? 

Yes, in Decision No. 74588, the Commission ordered the Company to provide a 

discussion and analysis of full consolidation of its wastewater districts. 

WHAT IS THE COMPANY’S POSITION REGARDING FULL 

CONSOLIDATION? 

The Company continues to support full consolidation of its wastewater districts as 

the best long-term solution. The districts affected are Anthem Wastewater, Agua 

Fria Wastewater, Sun City Wastewater, Sun City West Wastewater, and Mohave 

Wastewater districts. Mr. Shawn Bradford has provided the details of the 

Company’s position in his Direct Testimony. 

HAS THE COMPANY PREPARED SCHEDULES SETTING FORTH ITS 

PROPOSED CHANGES TO RATE DESIGN TO ACCOMPLISH FULL 

CONSOLIDATION? 

Yes, those schedules are set forth in Exhibit SLH-1 to my Direct Testimony. 

HAS THE COMPANY ALSO PREPARED AN EXHIBIT SHOWING THE 

CURRENT RATES SCHEDULES AND HOW THOSE WERE COMBINED 

INTO THE PROPOSED RATES SCHEDULES? 

Yes. Exhibit SLH-2 is a summary of the rate schedules currently used by EWAZ 

to bill its wastewater customers for all classes. These rate schedules are the same 

rate schedules summarized on the Company’s H-Schedules submitted in the last 

rate case for each of the districts except for Mohave Wastewater’s rate schedules 

which reflects the rate schedules in the H-Schedules in the pending rate case. 
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In addition to the rate schedules, Exhibit SLH-2 shows the number of billing units 

by each rate schedule. The number of billing units are used in the calculation of 

the Company’s proposed flat rates for each new commercial rate schedule. 

In addition to the identification of the individual district’s rate schedules, Exhibit 

SLH-2 sets forth the manner in which the individual rate schedules were 

consolidated. For example, the single unit commercial rate class is a combination 

of all of the single unit commercial rates shown on lines 10 -14 and lines 18-24, 

inclusive. 

PLEASE DESCRIBE THE PROPOSED RATE DESIGN. 

Under the Company’s full consolidation scenario, the proposed rate design 

condenses the current rate designs of the five districts into nine proposed rate 

classes. Currently, the five districts all have a different number of rate schedules 

varying in quantity ffom 6 to 25 different rate schedules. Exhibit SLH-1 sets forth 

the nine proposed rate schedules under the Company’s full consolidation scenario. 

The new rate schedules focus on customer class and include: one residential rate, 

five commercial rates, one rate schedule for the Other Public Authority class, one 

rate schedule for Other Wholesale Users (“OWU”), and one rate schedule for 

Effluent customers. 

PLEASE DISCUSS THE PRESENT RATE STRUCTURES OF THE 

RESIDENTIAL CLASS OF CUSTOMERS IN THE FIVE WASTEWATER 

DISTRICTS. 

Currently, the residential rates in Sun City Wastewater and Sun City West 

Wastewater districts are flat rates, which means the monthly charge to residential 

customers is the same every month. The flat rate is billed on a number of units 

basis in order to assess individual dwelling units and multi-unit dwellings an equal 

charge per residential unit where service is provided. 
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Mohave Wastewater residential rates are also flat rates, butt the flat rate charge is 

applied on an equivalent residential unit basis which is another method of enabling 

different rates to residential customers based upon the demand that the residential 

unit places on the wastewater system. 

The residential rates in Anthem Wastewater and Agua Fria Wastewater have a 

basic monthly service charge component (a flat rate per month) plus a volumetric 

charge based on the customer’s water usage up to a maximum water usage of 7,000 

gallons of water each month. 

HOW IS THE COMPANY PROPOSING TO COMBINE THESE 

DIFFERING RATE DESIGNS FOR THE RESIDENTIAL CLASS OF 

CUSTOMERS? 

Rate design is an exercise of allocating a revenue requirement among customers. 

Using the billing determinants in the last rate case for Anthem Wastewater, Agua 

Fria Wastewater, Sun City Wastewater, Sun City West Wastewater, and the billing 

determinants in the pending Mohave Wastewater case, the Company’s proposal 

combines the revenue of the single unit residential customers of all the wastewater 

districts and combines all single unit residential billing “units” of all of the 

wastewater districts to identify a cost per single unit. This rate per single 

residential unit was calculated to be $34.30. This per unit rate of $34.30 was then 

applied to the multi-unit residential customers to keep that rate consistent with the 

present rate design. 

PLEASE DISCUSS THE PRESENT RATE STRUCTURES OF THE 

COMMERCIAL CLASS OF CUSTOMERS IN THE FIVE WASTEWATER 

DISTRICTS. 

Commercial customers in all five districts have a rate design comprised of a fixed 

component (basic service charge) and a volumetric component applied to the entire 

monthly water usage of the commercial customer. In the Mohave Wastewater 
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district, there is also a class of commercial customers on a Hat monthly rate which 

is applied to an equivalent residential units (“ERU”) factor per customer. 

HOW IS THE COMPANY PROPOSING TO COMBINE THESE 

DIFFERING RATE DESIGNS FOR THE COMMERCIAL CLASS OF 

CUSTOMERS? 

As with the residential class, the total revenue and billing determinants from the 

commercial rate schedules in the last rate case for the Anthem Wastewater, Agua 

Fria Wastewater, Sun City Wastewater, and Sun City West Wastewater districts, 

and the pending rate case for the Mohave Wastewater district were used to 

determine a consolidated rate to be proposed in this proceeding. More importantly, 

however, is the basis used by the Company to combine the present commercial rate 

schedules into the rate schedules that are proposed in this proceeding. 

HAS THE COMPANY PREPARED A SUMMARY THAT SHOWS HOW 

THE PRESENT COMMERCIAL RATES HAVE BEEN COMBINED INTO 

THE PROPOSED RATES? 

The present rate schedules by district are summarized on Exhibit SLH-2 which also 

shows the grouping of rate schedules into each proposed customer class. 

PLEASE PROVIDE A SUMMARY OF THE PROPOSED COMMERCIAL 

RATE SCHEDULES. 

The Company’s proposed consolidated commercial rate schedules and associated 

proposed rates are summarized in Table 1 below. 

Table 1. Summary of Proposed Commercial Rates 
Flat Rate 
per Unit’ 

1 Commercial 
2 Single Unit $ 81.59 
3 Multi-Unit $ 301.00 
4 Large User (Meter 22”) $ 394.00 
5 Mobile Home Parks (Paradise Park) $ 13,416.00 
6 Mohave Commercial-Flat (Mohave ONLY) $ 83.00 

9 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 

A. 

Q. 

A. 

Mohave bills on an Equivalent Residential Unit (ERUs) 
basis instead of Units. Rates for Mohave Commercial 
customers are per ERU. 

1 

Table 2 above shows that the Company is proposing fla. monthly commercial rates 

for Single Unit commercial customers, Multi-unit commercial customers, Large 

Users using meters 2-inch and larger, a special rate for a mobile home park in the 

Sun City Wastewater district, and a rate per ERU to be used in the Mohave 

Wastewater district only. 

PLEASE EXPLAIN THE RATIONALE FOR A SPECIAL RATE FOR A 

MOBILE HOME PARK IN SUN CITY WASTEWATER DISTRICT AND A 

RATE PER ERU FOR THE MOHAVE WASTEWATER DISTRICT. 

The mobile home park in Sun City Wastewater district is presently billed on a 

unique type of rate that did not lend itself to being combined with other commercial 

rates. For purposes of this rate design exercise, the Company thought it best to 

create a flat rate for this customer that captures the same revenue as the flat rate of 

$8,7 1 1 per month plus a volumetric rate applied to all water consumed. 

In the case of the Mohave commercial customers, the billing system is currently 

programmed for billing per ERU and as an interim solution the Company is 

proposing to maintain that setup in its billing system. 

PLEASE DISCUSS THE CALCULATION OF THE OTHER PUBLIC 

AUTHORITY (MOHAVE ONLY) RATE SHOWN ON EXHIBIT SLH-1. 

Mohave Wastewater district is the only district that has an Other Public Authority 

rate class and the present rate is a flat rate based on ERUs. The Company’s 

proposal in this proceeding is computed to maintain that rate class and rate design 

using the billing determinants and proposed revenue in the Company’s proposal in 

10 
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the pending Mohave rate case. The flat rate proposed in that case and in this 

proceeding is $82.79 per ERU. 

ON EXHIBIT SLW-2, THE COMPANY rs RECOMMENDING A RATE OF 

$4.29 PER THOUSAND GALLONS OF FLUME FLOW FOR THE OTHER 

WHOLESALE USER (“OWU”) RATE-CITY OF PHOENIX. PLEASE 

EXPLAIN THIS PARTICULAR RATE DESIGN. 

‘ n e  Company treats the wastewater flows from the City of Phoenix in the Anthem 

Wastewater District. The present rate approved by the ACC is a volumetric rate 

based on water wheeled to the City of Phoenix through an interconnect between the 

two entities. The Company’s proposal to change fiom a volumetric rate based on 

the wheeled water to using the wastewater flume flow is consistent with its 

proposal for all of the rates to move away fiom water-usage based rates. The 

Company measures the flume flow and, as such, this is a more appropriate basis 

upon which to compute the rate in this proceeding. Using the most recent 12 

months of flume flow, the Company is proposing the $4.29 per thousand gallons 

shown on Exhibit SLH-1 which will keep the City of Phoenix’s contribution to the 

revenue requirement the same as was determined in the Anthem Wastewater 

District’s last rate case. 

PLEASE DISCUSS THE COMPANY’S PROPOSED EFFLUENT RATE OF 

$0.76 PER THOUSAND GALLONS SHOWN ON EXHIBIT SLH-1. 

At the time of the drafting of this testimony, only the Anthem Wastewater, Agua 

Fria Wastewater, and Mohave Wastewater districts have arrangements to sell 

treated effluent resulting from the wastewater treatment process. The volumes of 

effluent sales in the last rate case for Anthem Wastewater and Agua Fria 

Wastewater have been combined in the determination of total consumption as well 

as the effluent sales by the Mohave Wastewater district included in the test year 

billing determinants in the pending Mohave Wastewater rate case. From this 
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consumption, a rate per thousand gallons of $0.76 was calculated. The present 

Mohave Wastewater tariff rate is $227 per acre foot. ‘The proposed rate of $0.76 

per thousand gallons, when converted to a rate per acre foot is equivalent to 

$249.1 I per acre foot 

ARE THE REVENUE FROM THE SALES OF EFFLUENT INCLUDED AS 

AN OFFSET TO THE REVENUE REQUIREMENTS IN THE 

WASTEWATER DISTRICTS? 

Effluent sales have historically been included in the tariffs of the water district, but 

in the pending Mohave Wastewater district rate case, the Company has proposed to 

include the revenues in the wastewater district’s operating income. In that the 

Company holds both the water and the wastewater CC&Ns for the subject area, and 

to allow for more transparent rate setting for the sale of eMuent within that area, 

EWAZ is proposing that effluent sales within the area be subject to an effluent rate 

tariff for the Mohave Wastewater District. I would note that, by making this 

proposal, the Company is not waiving any rights it has under its Mohave Water 

District CC&N to be the exclusive water provider in the area subject to that CU&N. 

In the case of the Agua Fria Wastewater and Anthem Wastewater districts, the 

effluent revenue are still included in the water districts. 

HOW DO THE COMPANY’S PROPOSED RATES COMPARE TO THE 

RATES CURRENTLY IN EFFECT FOR EACH OF THE WASTEWATER 

DISTRICTS? 

A comparison of the present rates to the proposed consolidated rates is shown in 

Exhibit SLH-3. 

PLEASE EXPLAIN EXHIBIT SLH-3. 

Exhibit SLH-3 is a 5-page exhibit consisting of Schedule H-3s for each of tne 

wastewater districts. Schedule H-3 summarizes the present and proposed rates 

resulting from the rate design recommendations in this proceeding. For purposes 
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of this rate design review, the present rates reflect the final phase-in of the 

deconsolidation rates for the Anthem and Agua Fria Wastewater districts resulting 

from Decision No. 73227, issued June 5,2012 and scheduled to go into effect on 

January 1,2015. For Sun City and Sun City West Wastewater districts, the present 

rates reflect the rates resulting from Decision No. 72047 issued January 6,20 1 1. 

For the Mohave Wastewater district, the present rates reflect the Company’s 

pending request in Docket No. WS-0 1303A- 14-00 10. 

HAS THE COMPANY ALSO PREPARED SCHEDULE H-4s FOR EACH 

OF THE WASTEWATER DISTRICTS? 

Yes. Exhibit SLH-4 is comprised of the H-4 schedules for each district. Schedule 

H-4s provide a bill comparison at proposed rates by each existing rate schedule. 

The Schedule H-4s will enable customers to determine what the impact of the 

proposed consolidation rates will be on their individual rate schedule and in the 

districts that have a volumetric component to their present rate, the Schedule H-4 

will provide the impact of the proposed consolidation rates on the customer’s 

individual usage in thousand gallon increments. 

FOR PURPOSES OF DETERMINING THE PROPOSED RATE DESIGN 

UNDER A SCENARIO OF FULL CONSOLIDATION, THE REVENUE 

RATE DESIGN FOR THE MOHAVE WASTEWATER DISTRICT IS 

BASED ON THE COMPANY’S REQUEST IN THE PENDING RATE 

CASE. HOW WILL THE FINAL RATE DESIGN AUTHORIZED IN THAT 

PROCEEDING BE RECOGNIZED UNDER THE COMPANY’S 

CONSOLIDATION PROPOSAL? 

Upon issuance of a decision in the pending Mohave Wastewater rate case, the 

effects of any difference in the revenue requirement will form the basis of a true-up 

to the rates adopted in this proceeding if full consolidation is approved by the 

Commission. 
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WHAT PROCEDURE IS THE COMPANY PROPOSING TO USE TO 

MAKE THIS TRUE-UP ADJUSTMENT IN THE EVENT CONSOLIDATED 

RATES ARE AUTHORIZED? 

The best way to reflect the final determination in the pending Mohave Wastewater 

district rate case on any rates approved under a full consolidation scenario is to 

have the Company make a compliance filing that substitutes the final rate design in 

the peading Mohave Wastewater case in place of the rate design included in this 

proceeding. From that substitution, adjustments to the affected rates can be 

determined and they can be adjusted retroactively to the date of the decision in this 

case. 

DOES THE COMPANY CONTEMPLATE A PROCESS THAT WOULD 

ALLOW THE PARTIES IN THIS PROCEEDING AN OPPORTUNITY TO 

REVIEW THE CALCULATIONS SUGGESTED ABOVE TO 

INCORPORATE THE FINAL RATE DESIGN OF THE PENDING 

MOHAVE WASTEWATER DISTRICT RATE CASE? 

Absolutely. The result of this proceeding will establish a methodology for 

consolidating the rates of the five wastewater districts, so substituting the rate 

design ultimately authorized in the pending Mohave Wastewater District should 

amount to a mathematical exercise. The decision in this proceeding can require the 

Company to file their calculation of the true-up within 30 days of the decision in 

Docket No. WS41303A- 14-001 0, the pending Mohave Wastewater district’s rate 

proceeding. The decision in this matter can also set a review period for the parties 

of 30-days with objections to be filed by the end of that period. The Commission 

Staff could also be ordered to submit a report to the Commission upon the parties 

approval, at which time a Commission decision can be issued and the adjusted rates 

implemented thereafter. 
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B. 

DID THE COMMISSION ALSO ORDER THE COMPANY TO EXAMINE 

DECONSOLIDATION OF AGUA FRIA WASTEWATER DISTRICT 

FURTHER DE-CONSOLIDATION. 

Yes. In response to the Commission’s directive to discuss and provide analysis 

demonstrating the rate impacts of full deconsolidation of all systems, the Company 

notes that only its Agua Fria Wastewater District would be a candidate for hrther 

deconsolidation. Any further deconsolidation would likely occur among Agua 

Fria Wastewater District’s three sub-areas of Verrado, Russell Ranch and Northeast 

Agua Fria (i.e., Corte Bella, Cross River, Dos Kios and Coldwater Ranch areas). 

WHAT WOULD NEED TO OCCUR TO PROVIDE A FULL ANALYSIS OF 

DECONSOLIDATION OF THESE AREAS? 

Further deconsolidation of the Agua Fria Wastewater District presents a number of 

challenging and costly issues. Further deconsolidation of the Agua Fria 

Wastewater District requires a separation of the costs of these three sub-areas into 

separate utility rate bases as all past costs were recorded in the Agua Fria 

Wastewater District’s accounting records and no individual componentization was 

performed. The same is true for revenues and operating expenses. 

When plant is constructed, as required by NARUC accounting practices, all project 

costs are typically coded to the appropriate operating district along with the 

NARUC account number. Since the Agua Fria Wastewater District was 

maintained as a separate operating district for accounting purposes, these 

capitalized charges are only identifiable as Agua Fria Wastewater assets. The same 

is true for operating expenses. This is true of all of the individual districts of the 

Company and for other utilities with multiple operating districts. 

The Agua Fria Wastewater District’s Certificates of Convenience and Necessity 

(CC&Ns) were granted prior to April, 2003 as discussed in greater detail in the 

testimony of Mr. Shawn Bradford. The many extension agreements had terms 
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including contributions and advances with associated refinds. In addition, because 

some of the wastewater is treated at the Northwest Valley Regional Water 

Reclamation Facility (“‘NWVRWRF”) it required allocations of the common plant 

and operating expenses. The original accounting occurred under the ownership of 

Citizens Utilities, which was later sold to American Water and is now under 

EWAZ’s ownership. The accounting has gone through numerous reviews by the 

Commission Staff over the years and has been found to be in compliance with 

NARUC accounting which is required by the Commission. 

HAS THE COMPANY ESTIMATED THE COST TO UNDERTAKE THIS 

ANALYSIS? 

Yes, to accurately achieve deconsolidation of these districts, EWAZ estimates that 

it will cost approximately $375,000 to create the internal accounting “break outs” 

of rate base and expenses for Verrado, Russell Ranch and Northeast Agua Fria. 

Subject to fbture prudency determinations, the additional expenses of this 

deconsolidation work would be borne by the customers that are demanding to be 

deconsolidated from the larger district as part of a future rate case. Once these 

accounting breakouts of rate base, revenues and expenses were completed, the rate 

impacts on the residents in each of the impacted communities would need to be 

determined. Next, a quantification of the contributions of each of the new “mini- 

districts” to the overall Agua Fria Wastewater District’s authorized revenue 

requirement would need to be performed. In addition, the authorized revenue 

requirement from Decision No. 73227 would need to be reconstructed to segregat 

the plant investment and operating expenses associated with the 32% allocated 

share of the NWVRWRF. Additionally, the impact of the deconsolidation on the 

sub-area of the Agua Fria Wastewater District that has its wastewater treated at the 

NWVRWRF would need to be assessed along with the Sun City West Wastewater 
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investments and operating expenses as those costs would now likely be apportioned 

to the Sun City West Wastewater District under a scenario of full deconsolidation. 

PLEASE EXPLAIN WHAT THE PROCESS WOULD BE TO PERFORM 

THE ACCOUNTING “BREAK OUTS” THE COMPANY SAYS IS 

REQUIRED TO ADEQUATELY DE-CONSOLIDATE THE AGUA FRIA 

SUB- AREAS. 
Further deconsolidation of the Agua Fria Wastewater District presents a number of 

challenging and costly issues including a separation of the historical infrastructure 

costs of the three sub-areas (Northeast Agua Fria, Verrado and Russell Ranch) into 

separate utility rate bases. The historical costs of the infrastructure and facilities 

were charged to the one district and were not segregated to identify which facilities 

were installed in each community or sub-area within the Agua Fria Wastewater 

District. Developer contributions and advances were also charged to the one district 

and not to the separate sub-areas. Revenues and operating costs are also accounted 

for in the same manner. 

When plant is constructed, all project costs are typically coded to the appropriate 

operating district along with the NARUC account number. Since the Agua Fria 

Wastewater District was maintained as a separate operating district for accounting 

purposes, these capitalized charges are only identifiable as Agua Fria Wastewater 

assets. 

The Agua Fria Wastewater District’s certificates of convenience and necessity 

(CC&Ns) were granted prior to April, 2003. The development agreements that 

were entered into with developers had terms that included refunds of the developer 
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contributions and advances over time. When these refunds were made, they were 

charged to a single district as there was no need to further segregate them by 

development or community in the accounting records. In addition, the original 

accounting occurred under the ownership of Citizens Utilities which sold its assets 

to Arizona-American Water Company , now known as EWAZ. Each of the three 

ownership groups (Citizens Utilities, American Water and now EWAZ) maintained 

their accounting records under different software systems ( S A P ,  JDEdwards, and 

ORACLE, respectively). 

The operating costs for the facilities in each community within the Agua Fria 

district are also coded to one district, as has been the practice since the facilities 

began operation. In order to accurately determine the cost of operation for each 

community within the district, these costs would have to be reviewed to determine 

which community should bear the appropriate expense amount for operating and 

maintaining the facilities in its territory. 

The accounting has gone through numerous reviews by the Commission Staff over 

the years and has been found to be in compliance with NARUC accounting. 

However, that does not reduce the amount of effort to accurately identify and 

segregate the costs to determine the appropriate rate base and income and expenses 

of each sub-area. In addition, some of the wastewater flows are treated at the 

NWVRWRF which requires allocations of the common plant and operating 

expenses associated with the treatment plant into the Agua Fria district. 
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HOW LONG WOULD THAT PROCESS TAKE? 

The process to segregate all of the construction costs and advances and 

contributions related to each sub-area within the Agua Fria Wastewater District 

could take anywhere from six months to one year due to the magnitude of the 

number of work orders and the number of years of data that are involved. The Agua 

Fria Wastewater district has evolved into the current district since the CC&N 

extension encompassing the Verrado sub-area discussed in the testimony of Mr. 

Shawn Bradford which was authorized by the ’4CC in late 200 1. Subsequent to 

that time, additional development in the Russell Ranch sub-area and the Northeast 

Agua Fria sub-area has continued well into 2012 and continues to this day. All of 

these areas have included developer finding through advances in aid of 

construction (“AIAC”) and contributions in aid of construction (“CIAC”). The 

identification of the AIAC and CIAC and the associated level of refunding of 

AIAC is an important element to accurately quanti@ each sub-area’s rate base to be 

used to determine the rate impacts for each sub-area. 

FOR PURPOSES OF THIS PROCEEDING, HAS THE COMPANY 

PERFORMED AN ANALYSIS OF THE POSSIBLE IMPACTS OF 

FURTHER DECONSOLIDATION ON CUSTOMER RATES? 

Yes. Based upon the limitations discussed above, the Company has prepared a 

very rough calculation of the impact of further deconsolidation which is set forth in 

Exhibit SLH-5. 

WHAT DOES THAT ANALYSIS SHOW? 

It is very important to recognize that the analysis is very high level and is not 

intended to provide the same results that would be obtained after the exercise to 

break out the accounting information in a more thorough manner as discussed 

above. Instead, it attempts to allocate the total cost of service authorized in the 

Agua Fria Wastewater District’s last rate case to the sub-areas on the basis of 
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Operating Revenue Cost per 

Rate Base Income (Loss) Requirement Customer 

Company-fbnded plant construction costs alone. It is my opinion that the use of 

Verrado 

Northeast AtWFia  

Russell Ranch 

TOM 

Company-fimded plant construction costs eliminates some of the underlying issues 

associated with AIAC and CIAC and the passage of time. 

Exhibit SLH-5 shows the results of this high level attempt to deconsolidate the sub- 

areas of the Agua Fria Wastewater District into a Verrado sub-area, a Northeast 

$ 12,050,468 $ (548,068) $3,751,083 $ 121.31 

$ 7,097,062 $ (391,818) $2,513,248 $ 113.69 

$ - $  (33,380) $ 147,021 $ 78.07 

$ 19,147,531 $ (973,265) $ 6,411,352 $ 116.76 

Agua Fria sub-area and a Russell Ranch sub-area. 

When the Rate Base is allocated among the three sub-areas on the basis of the 

Company-fbnded plant construction costs, the resulting allocation of Rate Base is 

summarized in Table 2 below. 

Table 2. Summary of Exhibit SLH-5 Full De-consolidation of Agua Fria WW 

WHAT ALLOCATION BASIS HAVE YOU USED TO ALLOCATE THE 

OPERATING INCOME (LOSS) DETERMINED IN THE LAST RATE 

CASE FOR THE AGUA FRIA WASTEWATER DISTRICT? 

Because a vast majority of the operating costs are variable based on the number of 

customers served, the Operating Income (Loss) was allocated using the number of 

customers that existed at the time of the last rate case. The results of that allocation 

are also set forth on Table 2 above. 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Q. 

A. 

Q* 
A. 

Q9 

A. 

AFTER DETERMINING THE REVENUE REQUIREMENTS OF EACH 

SUB-AREA, WAS THE RATE DESIGN BASED ON THE TEST YEAR 

CUSTOMER COUNT FROM THE LAST RATE CASE? 

Yes. For purposes of this high level, very rough analysis, the recovery of the 

apportioned revenue requirement for each sub-area was computed using the total 

number of customers during the test year in the last rate case for Agua Fria 

Wastewater District based on an estimation of the number of customers in each 

sub-area. The resulting cost per customer is shown on Table 2 above. 

C. RE-CONSOLIDATION OF ANTHEM / AGUA FRIA WASTEWATER 
DISTRICTS 

WHAT IS THE THIRD SCENARIO REQUIRED BY THE COMMISSION? 

The third and final scenario is the re-consolidation of the Anthem and Agua Fria 

Wastewater Districts. A re-consolidation of these districts would effectively return 

wastewater rates in the reconsolidated district to those approved by the 

Commission in Decision No. 72047. 

WHAT IS THE CUSTOMER IMPACT OF RE-CONSOLIDATION? 

Re-consolidation would increase wastewater rates currzntly paid by customers in 

the Anthem Wastewater District and reduce the rates currently paid by Agua Fria 

Wastewater District customers. Average residential rates for customers using 

approximately 7,000 gallons of water are currently $106 for Agua Fria customers 

and $64 for Anthem customers. These average rates will increase January 1,20 15 

to $121 for Agua Fria customers and decrease to $56 for Anthem customers. 

Under the reconsolidation scenario below, average residential customer rates for 

customers using approximately 7,000 gallons would be approximately $75. 

A comparison of the rates for residential customers under a scenario of re- 

consolidation of the Anthem Wastewater and Agua Fria Wastewater Districts is set 

forth in Table 3. below: 
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1 
r 
L 

1 

4 
4 - 
6 

5 

8 

9 

10 

11 

1; 

12 

14 

15 

16 

15 

1 8  

19 

20 

21 

22 

23 

24 

25 

2c 

25 

District 

Anthem 
Agua 
Fria 

- 

Q* 
A. 

Q* 

A. 

-- - 
Present ' Present Phase3 Phase3 Re- Re- 
Monthly Volumetric Monthly Volumetric consolidated consolidated 

Usage Rate (per Usage Rate(per Monthly Volumetric 
Charge 1000 Charge 1000 Charge Rate (per 

gallons up gallons up 1000 gallons 
to 7000 to 7000) up to 7000 
gallons) gallons) 

$33.28 $4.3587 $30.00 $3.7500 $39.84 $4.9946 

$57.36 $6.9782 

Table 3. Re-consolidated Rates for Anthem WW and Agua Fria WW Districts 
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Exhibit SLH-4 
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EPCOR Water Arizona Inc. - Agua Fria Wastewater 
Docket No. W-01303A-09-0343; SW-01303A-09-0343 
Test Year Ended December 31,2008 
Typical Bill Analysis 

Typical Bills 

Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fna Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 
Agua Fria Sewer Residential 

Agua Fria Sewer Residential 

Line Rate 
msctJsu3 

1 ElMSl  
2 E lMS l  
3 EIMS1 
4 E lMS l  
5 E lMS l  
6 E lMS l  
7 E IMSI  
8 E lMS l  
9 E lMS l  

10 E lMS l  
11 E lMS l  
12 E lMS l  
13 E lMS l  
14 E lMS l  
15 E lMS l  
16 E lMS l  
17 E lMS l  
18 E lMS l  
19 E lMS l  
20 E lMS l  
21 E lMS l  
22 E lMS l  
23 ElMS1 
24 E lMS l  
25 E lMS l  
26 E lMS l  
27 ElMS1 
28 E lMS l  
29 E lMS l  
30 EIMS1 
31 E lMS l  
32 E lMS l  
33 E lMS l  
34 E lMS l  
35 E lMS l  
36 E lMS l  
37 EIMS1 
38 E lMS l  
39 E lMS l  
40 E lMS l  
41 EIMSI  
42 E lMS l  
43 E lMS l  
44 EIMSI  
45 ElMS1 
46 E lMS l  
47 E lMS l  
48 E lMS l  
49 E lMS l  
50 ElMS1 
51 E lMS l  
52 E lMS l  
53 E lMS l  
54 ElMSl  
55 E lMS l  
56 
57 ElMS1 
58 
59 
60 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
1 1,000 
12'000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
21,000 
22,000 
23,000 
24,000 
25,000 
26,000 
27,000 
28,000 
29,000 
30,000 
31,000 
32,000 
33,000 
34,000 
35,000 
36,000 
37,000 
38,000 
39,000 
40,000 
41,000 
42,000 
43,000 
44,000 
45,000 
46,000 
47,000 
48,000 
49,000 
50,000 
51,000 
52,000 
53,000 
54,000 
55,000 

Average: 5,297 

step 3 - .  
Bak? 

$74.09 
$82.06 
$90.03 
$98.00 

$105.97 
$113.94 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 
$121.91 

$108.34 

Consolidated 
Bak? 

$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34.30 
$34 30 
$34.30 
$34.30 
$34 30 
$34.30 
$34.30 
$34.30 
$34.30 

$34.30 

Consolidated 
A!Jluat 

$ (39.79) 
$ (47.76) 
$ (55.73) 
$ (63.70) 
$ (71.67) 
$ (79.64) 
$ (87.61) 
$ (87.61) 
8 (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
8 (87.61) 
$ (87.61) 
5 (87.61) 
$ (87.61) 
6 (87.61) 
S (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
8 (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
$ (87.61) 
16 (87.61) 

$ (74.04) 

Increase 
1 

-53.70% 
-58.20% 
-61.90% 
-65.00% 
-67.63% 
-69.90% 
-71.86% 
-71.86% 
-71.86% 
-71.86% 
-71.86% 
-71.66% 
-71.86% 
-71.86% 
-71.86% 
-71.86% 
-71.86Yo 
-71.86% 
-71.86% 
-71.86% 
-71.86% 
-71,86% 
-71.86% 
-71.86% 
-71.86% 
-71.86% 
-71.86% 
-71.86% 
-71 86% 
-71.86% 
-71.86% 
-71.86% 
-71.86% 
-71.86% 
-71.86% 
-71.86% 
-71.86% 
-71 86% 
-71.86% 
-71.86% 
-71 .86% 
-71.86% 
-71 46% 
-71 .86% 
-71.86% 
-71.86% 
-71,86Yo 
-71.86% 
-71.86% 
-71 .%Yo 
-71.86% 
-71.86% 
-71.86% 
-71.86% 
-71.86% 

-68.34% 



Exhibit SLH4 
Page 2 of 8 

EPCOR Water Arizona Inc -Anthem Wastewater 

Wastewater District Rate Design Proceeding 
Typical Bill Analysis 

Docket NO: W-01303A-09-0343; SW-01303A-09-0343 

Line Rate 

1 E lMS l  
2 E lMS l  
3 E lMS l  
4 E lMS l  
5 E lMS l  
6 E lMSt  
7 EIMS1 
8 E lMS l  
9 E l M S l  

10 E lMS l  
11 E lMS l  
12 E lMS l  
13 ElMS1 
14 EIMSI 
15 E lMS l  
16 EIMSI  
17 ElMS1 
18 EIMSI  
19 E lMS i  
20 E lMS l  
21 E lMS l  
22 E lMS l  
23 E lMS l  
24 E lMS l  
25 EIMSI  
26 ElMSl  
27 E lMS l  
28 E lMS l  
29 EIMSI  
30 E lMS l  
31 E lMS l  
32 ElMS1 
33 E1MS1 
34 ElMSl  
35 E lMS l  
36 E lMS l  
37 E lMS l  
38 E lMS l  
39 ElMS1 
40 E lMS l  
41 E lMS l  
42 E lMS l  
43 E lMS l  
44 E lMS l  
45 EIMS1 
46 E lMS l  
47 E lMS l  
48 E lMS l  
49 E lMS l  
50 EIMSl  
51 E lMSl  
52 E lMS l  
53 E lMS l  
54 ElMSl  
55 E lMS l  
56 
57 EIMSI  
58 
59 
60 

&Schedule QB.mQml 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 
Anthem Sewer Residential 

Anthem Sewer Residential 

1,000 
2,000 
3,000 
4,000 
5,000 
6,000 
7,000 
8,000 
9,000 

10,000 
11,000 
12,000 
13,000 
14,000 
15,000 
16,000 
17,000 
18,000 
19,000 
20,000 
21,000 
22,000 
23,000 
24,000 
25,000 
26,000 
27,000 
28,000 
29,000 
30,000 
31,000 
32,000 
33,000 
34,000 
35,000 
36,000 
37,000 
38,000 
39,000 
40,000 
41,000 
42,000 
43,000 
44,000 
45,000 
46,000 
47,000 
48,000 
49,000 
50,000 
51,000 
52,000 
53,000 
54,000 
55,000 

Average: 5,814 

Typic 
Step 3 
BaM 

$33.75 
$37.50 
$41.25 
$45.00 
$48.75 
$52.50 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 
$56.25 

XI BlllS 
Consolidated 

Bates 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
534 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 
$34 30 

SI 3 0  $34.30 

Consolidated 11 
AmQMI 

$ 0.55 
8 (3.20) 
$ (6.95) 
$ (10.70) 
$ (14.45) 
$ (18.20) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 

$ (21.95) 
$ (21.95) 
8 (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
0 (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
8 (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
$ (21.95) 
8 (21.95) 

8 (17.50) 

$ (21.95) 

ncrease 
1 
1.63% 

-8.53% 
-16.85% 
-23.78% 
-29.64% 
-34.67% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 
-39.02% 

-33.79% 



EPCOR Water Arizona Inc. - Mohave Wastewater District 
Bill Comparison Present and Proposed Rates 

Meter Size: Residential (1 ERU) 

Present Proposed Dollar Percent 
L!me Bil! lncreaselncrease Present Rates: 

- $ 02.79 $ 34.30 $ (48.49) -58.57% PerERU 
# ERU's 
Monthly Service Charge: 

Proposed Rates: 
Per ERU 
# ERU's 
Monthly Service Charge: 

Exhibit SLH-4 
Page 3 of 8 

$ 02.79 
1 

$ 02.79 

$ 34.30 
1 

$ 34.30 



EPCOR Water Arizona Inc.. Sun Clty Wastewarn 

Wastewater District Rate Design Proceeding 
Typical Bill Analysis 

Dockat NO: W-01303AO9-0343; SW-01303A-090343 

Line Rate 

1 AlSlA 
2 

& Schedule Descrinion Sun City Sewer Res!deMial S Unit 5/8"& 34" 

3 A1 S1B 
4 
5 AlSlC 
6 
7 A1 S1D 
8 
9 AlSlN 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 

Sun Ciiy Sewar Residential Single Unl 1" 

Sun City Sewer Residential Single Unit 1 l/r' 

Sun Ciy Sewer Residential Single Unit = > Z  

Sun City Sewer Residential S Unit Nan Water 

Exhibit SLH 
Page 4 of 8 

Typical Bills 
Present Consolidated Consolidated lnv8888 

24 !+!@I& Bate4 B a t e a A m w l l  
$18.11 334.30 $ 18.19 69.40% 

5116.88 $34.30 $ (12.56) -28.80% 

$93.73 $34.30 $ (59.43) -6341% 

1 

1 

1 

1 

1 

$34.30 $ (115.66) -77.13% $149.96 

$18.11 $34.30 $ 16.19 89,40% 
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EPCOR Water Arkona Inc. -Sun Clty Wastewater 

Wastewater Districl Rate Design Pmoeadlng 
Typical Bill Analysis 

Docket NO: W-01303A-094343: SW-01303A-090343 

Line Rate 
mssk@!C 

1 AlS2A 
2 AlS2A 
3 AlS2A 
4 AlS2A 
5 AlS2A 
6 A152A 
7 AlS2A 
8 AlS2A 
9 AlS2A 

10 AIS% 
11 AlS2A 
12 AlS2A 
13 AlS2A 
14 AlS2A 
15 AlS2A 
16 AlS2A 
17 AlS2A 
18 AlS2A 
19 AlS2A 
20 AlS2A 
21 AlS2A 
22 AIS2A 
23 AlS2A 
24 AlS2A 
25 AlS2A 
26 AlS2A 
27 AlS2A 
28 AlS2A 
29 AlS2A 
30 AlS2A 
31 AlS2A 
32 AlS2A 
33 AlS2A 
34 AlS2A 
35 AlS2A 
36 AlSZA 
37 AlS2A 
38 AlS2A 
39 AlS2A 
40 AlS2A 
41 AlSZA 
42 AlS2A 
43 AlS2A 
44 AlS2A 
45 AlS2A 
46 AlSZA 
47 AlS2A 
48 AlSZA 
49 AlS2A 
50 AlSZA 
51 AlS2A 
52 AlS2A 
53 AIS2A 
54 AlS2A 
55 AlS2A 
56 
57 AlS2A 
58 
59 
60 

Sun City Sewer Rasidential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City SM ResideMia1 M Uni All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun Ciy Sewer Resideflial M Unit All Water 
Sun City Sewer Residential M Unit All Watsr 
Sun City Sewer Resldential M Unit All Water 
Sun City Sewer Residential M Unit Ail Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Rasidential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Residantial M Unit All Water 
Sun Ciy Sewer Residential M Unit Ail WateK 
Sun City Sewer Residential M Unit Ail Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Residential M Unlt Ail Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewar Residential M Unit All Water 
Sun City Sewer Rfsidcntiel M Unit All Water 
Sun Ciy Sewer Residential M Unit All Water 
Sun Cay Sewer Residential M Unit All Water 
Sun City Sewer Residaiai M Unit Ail Water 
Sun City Sewer Resldential M Unit All Waler 
Sun City Sewer Residentiai M Unit All Water 
Sun City Sewer Residential M Unit All W a r  
Sun City Sewer Residential M Una Ail Water 
Sun CHy Sewer Residential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Resldential M Unit All Water 
Sun Clty Sewer Residential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun Ciy Sewer ResMentlsI M Unit All Water 
Sun City Sewer Residential M Unlt All Water 
Sun City S-r Residential M Unit All Water 
Sun City Sewer Reaidential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Rsidential M UnH All Water 
Sun Ciy Sewer Residential M Unit All Water 
Sun City Sewr Residential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Residsntial M Unit All Water 
Sun City Sewer RmidenIiil M Unit All Water 
Sun City Sewer Residential M Unit All Water 
Sun City Sewer Rsoldential M Unit All Watef 
Sun City Sewer Residential M Unit All Water 

Sun City Sewer Residential M Unit All Water Average: 

0 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 

6 

Typical Bills 

Present Consolidated 
!3me !3@ 

$18.11 $34.30 
$36.22 $68.60 
$54.33 $102.90 

$90.55 $171.50 
5108.66 $205.80 
$126.11 $240.10 
$144.88 $274.40 
$102.99 $308.70 
$181.10 $343.00 
$199.21 $377.30 
$217.32 $411.60 
$235.43 $445.90 
$253.54 5480.20 
$271.65 $514.50 
$289.76 $548.80 
$301.07 $583.10 
$325.98 $81 7.40 
$344.09 $651.70 
$362.20 $68600 
$380.31 $120.30 
a M . 4 2  $754.60 
$418.53 $788.90 
$434.64 5823.20 
$452.15 $857.sO 
$470.86 5891.80 
$488.97 $926.10 
$507.08 $860.40 
$525.19 $994.70 
$543.30 $1,029.00 
$561.41 $1,083.30 
$579.52 $1,097.60 
$597.63 $1,131.90 
$815.74 $1,166.20 
$833.85 $1,200.50 
$651.96 $1,234.80 
$870.07 $1,269.10 
$688.18 $1.303.40 
$706.29 $1,337.70 
$724.40 $1,372.00 
$742.51 $1,408.30 
$760.82 $1,440.60 

$796.84 $1,509.20 
$814.95 $1,543.50 
$833.06 $1,577.00 
$851.17 $1,612.10 
$869.28 $1,646.40 
5887.39 $1,880.10 
5905.50 $1.715.00 
$923.61 $1.749.30 
$941.72 $1,783.60 
$959.83 $1,817.90 
$971.94 $1,852.20 
$996.05 $1,086.50 

sr2.44 $137.20 

$778.73 $1,414.90 

Consolidatd 
4lwlI 

$ 16.19 
$ 32.38 
$ 48.57 
$ 64.76 
$ 80.95 
$ 97.14 
$ 113.33 
$ 129.52 
$ 145.71 
$ 161.90 
$ 178.09 
$ 194.28 
$ 210.47 
$ 228.66 
$ 242.85 
$ 25B.04 
$ 275.23 
$ 291.42 
$ 307.61 
$ 323.80 
$ 339.99 
$ 356.18 
$ 372.31 
$ 388.58 
$ 404.75 
$ 420.94 
$ 437.73 
$ 453.32 
$ 469.51 
$ 485.10 
$ 501.89 
$ 518.08 
$ 534.27 
$ 550.46 
$ 566.65 
$ 582.84 
$ 599.03 
$ 615.22 
$ 631.41 
$ 647.60 
$ 663.79 
$ 679.98 
$ 698.17 
$ 712.36 
$ 728.55 
$ 744.74 
$ 760.93 
$ 777.12 
$ 793.31 
$ 809.50 
$ 825.89 
$ 641.88 
$ 858.07 
$ 874.26 
$ 890.45 

$106.80 $202.28 $ 95.48 

I increase 
% 

89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40°h 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
8940% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
8990% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 

89.40% 
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EPCOR Water Arizona Inc. . Sun Clty Wastewater 

Wastewster District Rate M i g n  Pmceeding 
Typical Bill Analysis 

DOCkat No: W-01303A-09-0343; SW-01303A-OS0343 

Line Rate 
JYascflEfm 

1 AlS2N 
2 AlS2N 
3 AlS2N 
4 AlS2N 
5 A1S2N 
6 AlS2N 
7 AlS2N 
8 A1S2N 
9 A1S2N 

10 AtS2N 
11 AlS2N 
12 AlS2N 
13 AlS2N 
14 AlS2N 
15 AlSZN 
16 AlS2N 
17 AlS2N 
18 AlS2N 
19 A1S2N 
20 AlS2N 
21 A1S2N 
22 AlS2N 
23 A1S2N 
24 AlS2N 
25 AlSPN 
26 AlSZN 
27 AlS2N 
28 AlS2N 
29 AlS2N 
30 A1S2N 
31 A1S2N 
32 AlS2N 
33 AlS2N 
34 AlS2N 
35 A1S2N 
36 AlS2N 
37 AlS2N 
38 AlS2N 
39 AlS2N 
40 AlS2N 
41 AlS2N 
42 AlSZN 
43 AlS2N 
44 A1S2N 
45 AlS2N 
46 AlS2N 
47 AlS2N 
48 AlS2N 
49 A1 S2N 
50 AlS2N 
51 A1S2N 
52 AlS2N 
53 AlSZN 
54 AlS2N 
55 AlSPN 
56 

L!QsmQ@ 
Sun City Sewer Reaidential M Unit Non Watw 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residentiel M Unit Non Wetor 
Sun City Sewer Residential M Unit Non Water 
Sun Ci Sewer Residential M Unit Non Water 
Sun City Sewar Residentiel M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sawr Residentiel M Unit Non Water 
Sun City Sewer Residentiel M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewar Residential M Unit Non Water 
Sun Clty Sewer Residential M Unit Non Water 
Sun City Sewsr Residential M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residentiel M Unit Non Water 
Sun Ciy Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Una Non Watw 
Sun Ciy Sewr Residentiai M Unit Non Water 
Sun City %wer Residenliai M Unit Non Water 
Sun City Sawr Residential M Unit Non Water 
Sun C i  Sewer Residential M Unit Non Watar 
Sun City Sewer Residarniel M Unit Non Watar 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unn Non Water 
Sun City Sewer Residential M Unli Non Water 
Sun Ciry Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer ResldeMial M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun Clty Sewer Residential M Unit Non Water 
Sun City Sewer Residentlei M Unit Non Water 
Sun City Sewer Residential M Unit NOn Water 
Sun City Sewer Residantlal M Unit Non Water 
Sun City Sewer Reaidantid M Unit Non Water 
Sun City Sewer Residential M Unit NWI Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unlt Non Watw 
Sun City Sewsr Residential M Unit NOn Waler 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unit NOn Water 
Sun City Sewer Residential M Unit Non Water 
Sun Clty Sewe~ Residential M Unit NOn Water 
Sun City Sewer Residential M Unit Non Water 
Sun City Sewer Residential M Unit Non Water 
Sun Ciy Sewer Residential M Unit Non Water 

57 AlS2N 
58 
59 
60 

Sun City Sewer Residential M Unit NOn Water 

!.!nib 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 

Average: 18 

Typical Bitis 

present Consolidated Consolidated 
Bates - e d L l W L u  

$18.11 $3430 $ 16.19 
$36.22 $68.60 $ 32.38 

972.44 $137.20 $ 64.76 
$90.55 $171.50 $ 80.95 

3108.66 $205.80 $ 97.14 
$126.77 $240.10 $ 113.33 
$144.88 $274.40 $ 129.52 
$162.99 $308.70 $ 145.71 
8181.10 $343.00 0 161.90 
$169.21 $377.30 $ 178.09 
5217.32 $411.60 $ 194.28 
5235.43 $445.90 $ 210.47 
5253.54 WBO.20 $ 226.66 
$271.65 $514.50 $ 242.85 
$289.76 W.60 $ 259.04 
E30767 $583.10 $ 275.23 
$325.98 $617.40 $ 291.42 

$362.20 $88600 $ 323.80 
5380.31 $720.30 $ 339.99 
5398.42 $754.60 $ 356.18 
5416.53 $788.90 $ 372.37 
$434.64 $823.20 $ 388.56 

$470.88 $891.80 $ 420.94 
W6.97 $928.10 $ 437.13 
5507.08 $960.40 $ 453.32 
5525.19 $994.70 $ 469.51 
$543.30 $1,029.W $ 485.70 
SSei.41 $1.063.30 $ 501.89 
$579.52 $1.097.60 $ 518.08 
897.83 $1,131.90 $ 534.27 
$615.74 $1,166.20 $ 550.46 
$633.85 $1,200.50 $ 588.85 
5851.96 $1,234.80 $ 582.84 
5870.07 51,289.10 $ 569.03 

1706.29 $t,337.70 $ 631.41 
$724.40 $1,372.00 $ 647.60 
$742.51 $1,406.30 $ 663.79 
$780.62 $1,440.60 $ 679.98 

$54.33 $102.90 $ 48.57 

w.09 m1.m s 307.61 

5452.75 $857.50 $ 404.75 

$688.18 $1,303.40 $ 615.22 

1778.73 $1,474.W $ 836.17 
$798.84 51,509.20 $ 712.36 
$814.95 $1,543.50 $ 728.55 
$633.06 51,577.80 $ 744.74 
$851.17 $1,812.10 $ 760.93 
$869.28 $1,646.40 $ 777.12 
$887.39 $1,680.70 $ 793.31 
$905.50 $1,715.00 $ 809.50 
5923.61 $1,749.30 $ 825.69 
5941.72 $1,783.60 $ 041.88 
$959.83 $1,817.90 $ 856.07 

$996.05 $1,886.50 $ 690.45 

6319.44 $605.01 $ 285.57 

sgn.94 $1,652.20 s 874.26 

Increase 
35 

89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
69.40°h 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40°h 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89 40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89 40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
89.40% 
69.40% 
8940% 
89.40% 
89.40% 
89.40% 
6 9 . W  

89.40% 
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EPCOR Water Arizona Inc. -Sun Chy West Wastewater 

Wastewater District Rate Design Pimcwding 
Docket NO: WO-1303A-09-0343: SW-01303A-09-0343 

Line Rate 
hie- PescriDtia 

1 BlSlA 
2 

Sun City West Sewer Residential Single 51%' x 314" 

3 BlSlB 
4 
5 BlSlD 
6 
7 BlSlN 
8 
Q 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 

Sun City west Sewer Residential Single Unit 1" 

Sun City West ! h w r  Residential Single Unit = > 2  

Sun City West Seumr Residential S Unit Non Water 

Typical Bills 
Present Prowsod ~ r ~ p o s e d ~ ~ ~  

w Bratnn h A D Q K l ! %  
$30.96 $34.30 $3.34 10 79% 1 

1 $77.40 $34.30 ($43 I O )  -55.68% 

1 $247.66 $34.30 ($213.36) -86.15% 

$30.96 $34.30 $3.34 10.79% 1 



EPCOR Water Arizona Inc. - Sun C t t ~  West WutrwatOr 
Docket No: WC-1303A-094343; SW41303A09-0343 
Wastewater District Rate Design Proceeding 

Exhibit SLH-4 
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Typical Bills 
Line Rate 
Jhschsdule 

1 BlSZA 
2 BlSZA 
3 BlSZA 
4 BlS2A 
5 BlSZA 
6 BlSZA 
7 BlS2A 
8 BlS2A 
9 BlSZA 

10 BlS2A 
11 BlSZA 
12 BlSZA 
13 B l S S  
14 BlSZA 
15 BlS2A 
16 BlSZA 
17 BlS2A 
18 BlS2A 
19 BlS2A 
20 BlS2A 
21 BlSZA 
22 B1S2A 
23 BlS2A 
24 BlS2A 
25 BlSZA 
26 BlS2A 
27 BlS2A 
28 BlS2A 
29 BlS2A 
30 BlS2A 
31 BlSPA 
32 BlS2A 
33 BlS2A 
34 BlS2A 
35 BlS2A 
36 BlS2A 
37 BlSZA 
38 BlS2A 
39 BlS2A 
40 BlSZA 
41 BlSZA 
42 BlS2A 
43 BlS2A 
44 BlS2A 
45 BlS2A 
46 BlS2A 
47 BlSZA 
48 BlSZA 
49 BlSZA 
50 BlS2A 
51 BlS2A 
52 B1S2A 
53 BlS2A 
54 BlS2A 
55 BlS2A 
56 
57 BlSZA 
58 
59 
60 

Sun City West Sewer Residential Multi all Units 
Sun City West Sswer Residential Muki all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residentia\ Multi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sswer Residential Multi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Resldential Muki all Units 
Sun City West Sswer Residential Muki all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Ssmtr Residential Multi ell Units 
Sun City West Sewer Residential Multi all Units 
Sun Ci West S a w  Residential Muhi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Muiti all Units 
Sun City West Sewer Residential Muiti all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residentii Muiti all Units 
Sun City West Sewer Residential Multi all Units 
Sun Ci West Sewer Residential Multi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Mum all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Muhi all Units 
Sun City West Sewer Residential Muiti aU Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Swiur Residential Muiti all Units 
Sun City West Sewer Residential Muiti all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential MUM all Units 
Sun City West Sewer Residential MUM all Units 
Sun City West Sewer Residential MUM all Units 
Sun City Wsst Sewer Residential Multi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Mutti all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewar Residential Multi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Multi ail Units 
Sun City West Sewer Residential Muttl all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Muiti all Units 
Sun City West Sewer Residential Muiti all Units 
Sun City West Sewer Residential MUM all Units 
Sun City West Sewer Residential Multi all Units 
Sun City West Sewer Residential Multc all Units 
Sun City West Sewer Residential Multi all Units 

Sun City West Sewer Residential Multi all Units 

!lrm 
1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
38 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
46 
49 
50 
51 
52 
53 
54 
55 

Average: 6 

Present 
mQQ 

$30.96 
$61.92 
$92.88 

$123.84 
$154.80 
$185.78 
52 16.72 
$247.68 
$278.64 
$309.60 
$340.56 
$371.52 
$402.48 
$433.44 
$464.40 
$495.36 
$526.32 
$557.28 
$588.24 
$619.20 
$650.16 
$881.12 
$712.08 
$743.04 
$774.00 
$804.96 
$635.92 
$866.86 
$897.84 
$928.80 
5959.76 
$990.72 

$1,021.68 
$1,052.64 
$1,083.60 
$1,114.56 
$1,145.52 
$1,178.48 
$1,207.44 
$1.238.40 
$1 269.36 
$1,300.32 
$1.331.28 
$1,362.24 
$1,393.20 
$1,424.16 
$1.455.12 
$1.486.08 
$1,517.04 
$1,548.00 
$1.578.96 
$1,609.92 
91,640.88 
$1,671.84 
$1,702.60 

$174.78 

Propossd Proposed Increase 

$34.30 $ 
$68.60 $ 

$102.90 $ 
$137.20 $ 
$171.50 $ 
$205.80 $ 
$240.10 $ 
$274.40 $ 
$308.70 $ 
$343.00 $ 
3377.30 $ 
$411.60 $ 
$445.90 $ 
$480.20 $ 
$514.50 $ 
$548.80 $ 
$583.10 $ 
$617.40 $ 
$651.70 $ 
$686.00 $ 
$720.30 $ 
$754.60 $ 
$788.90 $ 
$823.20 S 
$857.50 $ 
$891.80 $ 
$926.10 $ 
$960.40 $ 
$994.70 $ 

$1,029.00 $ 
$1.063.30 $ 
$1.097.60 $ 
$1,131.90 $ 
$1,166.20 $ 
$1,200.50 $ 
$1,234.80 $ 
$1,269.10 $ 
$1,303.40 $ 
$1,337.70 $ 
$1,372.00 $ 
$1,406.30 E 
$1,440.60 $ 
$1,474.90 $ 
$1,509.20 $ 
$1,543.50 $ 
$1,577.80 $ 
$1,612.10 $ 
$1,646.40 $ 
$1,680.70 $ 
$1.715.00 $ 
$1,749.30 $ 
$1.783.60 $ 
$1,817.90 $ 
$1,852.20 $ 
$1,886.50 $ 

S193.M $ 

3.34 
6.68 

10.02 
13.38 
16.70 
20.04 
23.38 
26.72 
30.06 
33.40 
38.74 
40.08 
43.42 
46.76 
50.10 
53.44 
56.78 
60.12 
63.46 
86.80 
70.14 
73.48 
76.62 
80.16 
83.50 
86.84 
90.18 
93.52 
96.86 

100.20 
103.54 
106.88 
110.22 
113.56 
116.90 
120.24 
123.58 
126.92 
130.26 
133.60 
1M.94 
140.28 
143.62 
146.96 
150.30 
153.64 
156.98 
160.32 
163.66 
167.00 
170.34 
173.68 
177.02 
180.36 
183.70 

18.86 

% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10 .?9% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 
10.79% 

10.79% 
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A. 
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11. 
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A. 

111. 

Q. 

A. 

Q* 

A. 

INTRODUCTION A N D  OUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND TELEPHONE 

NUMBER. 

My name is Sheryl L. Hubbard. My business address is 2355 W. Pinnacle Peak 

Road, Suite 300, Phoenix, Arizona 85027, and my business phone is (623) 445- 

2419. 

ARE YOU THE SAME SHERYL L. HUBBARD WHO PROVIDED DIRECT 

TESTIMONY IN THIS CASE? 

Yes. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS 

CASE? 

The purpose of my rebuttal testimony is to respond to issues raised in the direct 

testimony of certain intervenors in this docket, particularly those issues related to 

EPCOR Water Arizona, Inc.’s (“EWAZ” or “Company”) proposed rate design for 

full consolidation. 

RATE DESIGN 

DOES EWAZ CONTINUE TO SUPPORT FULL CONSOLIDATION OF ITS 

WASTEWATER SYSTEMS? 

Yes, as described in detail in the rebuttal testimony of Mr. Shawn Bradford, the 

Company continues to support full consolidation of it wastewater systems. 

A. RESPONSE TO THE DIRECT TESTIMONY OF COMMISSION STAFF 

DOES THE COMPANY CONTINUE TO BELIEVE THAT A FLAT RATE 

IS APPROPRIATE FOR CONSOLIDATION? 

Yes. As noted in my direct testimony, the Company currently has different rate 

designs in different districts as ordered by the Commission. Based on the 

Company’s experience and as evidenced by certain of the comments and testimony 

3 
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A. 

Q= 

A. 

in this case, customers are often confused by the volumetric component of the 

Company’s rate design. In addition, because the Company’s water rates are 

designed to incent conservation, it is not necessary for its wastewater rate design to 

be designed in that matter. This rate design proceeding is the appropriate venue in 

which to reduce customer confusion and design the rates on a flat rate basis. 

STAFF TAKES ISSUE WITH THE FACT THAT RESIDENTIAL RATES 

ARE NOT BASED ON METER SIZE. WHY DID THE COMPANY NOT 

INCLUDE THIS DISTINCTION IN ITS RATE DESIGN? 

The Company’s experience with volumetric wastewater rates for residential 

customers has been limited to the Anthem Wastewater and Agua Fria Wastewater 

Districts. In those districts, the volumetric charge has a maximum usage level of 

7,000 gallons for all meter sizes, which is the amount of water typically used 

indoors by residential customers. Based on this, residential rate design based on 

water consumption for residential customers has not historically been differentiated 

based on meter size so it was not deemed necessary in designing flat wastewater 

rates for the residential class of customers. 

STAFF ALSO QUESTIONS THE COMPANY’S PROPOSED RATES FOR 

COMMERCIAL CUSTOMERS. PLEASE EXPLAIN HOW THESE RATES 

WERE DESIGNED. 

As noted in my direct testimony, commercial customers in all five districts have a 

rate design comprised of a fixed component (basic service charge) and a volumetric 

component applied to the entire monthly water usage of the commercial customer. 

However, in the Mohave Wastewater district, there is also a class of commercial 

customers where water usage is unavailable that are currently billed on a flat 

monthly rate which is applied on an equivalent residential units (“ERU”) factor per 

customer. The Company’s proposed consolidated commercial rate schedules and 

associated proposed rates are summarized in Table 1 below. 
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Table 1. Summarv of Proposed Commercial Rates 
Flat Rate 
per Unit' 

1 Commercial 
2 Single Unit 
3 Multi-Unit 
4 Large User (Meter > 2") 
5 Mobile Home Parks (Paradise Park) 
6 Mohave Commercial-Flat (Mohave ONLY) 

$ 81.59 
$ 301.00 
$ 394.00 
$ 13,416.00 
$ 83.00 

Mohave bills on an Equivalent Residential Unit (ERUs) 
basis instead of Units. Rates for Mohave Commercial 
customers are per ERU. 

The Company is proposing flat monthly commercial rates for Single Unit 

commercial customers, Multi-unit commercial customers, Large Users using 

meters larger than 2-inch, a special rate for a mobile home park in the Sun City 

Wastewater district, and a rate per ERU to be used in the Mohave Wastewater 

district only. 

As with the residential class, the Company believes that a flat rate is appropriate for 

its commercial class of customers and will lead to less confusion. Once again, for 

this class of customers, the Company's water rates are designed to encourage 

conservation, so the Company does not believe that a volumetric component is 

necessary for wastewater rates and is not recommending their usage in this 

proceeding. 

ON PAGE 19 OF HIS TESTIMONY, MR BECKER EXPRESSES 

CONCERNS ABOUT THE REVENUE REQUIREMENT FOR THE 

MOHAVE SYSTEM. HOW DO YOU RESPOND? 

The Company's proposal in this proceeding incorporates the full requested revenue 

requirement of the Mohave wastewater district in the pending rate case docket. In 

addition, the Company has discussed a method that can be used upon determination 
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A. 

Q* 

A. 

of the final revenue requirement and issuance of a Commission decision in the 

pending rate case Docket No. WS-01303A-14-0010. 

PLEASE RESTATE THE METHOD THAT THE COMPANY PROPOSED 

IN ITS DIRECT TESTIMONY TO INCORPORATE THE FINAL 

AUTHORIZED REVENUES IN THE PENDING MOHAVE 

WASTEWATER RATE CASE. 

Beginning at the bottom of page 13, I stated that upon issuance of a decision in the 

pending Mohave Wastewater rate case, the effects of any difference in the revenue 

requirement will form the basis of a true-up to the rates adopted in this proceeding 

if full consolidation is approved by the Commission. 

I went on to discuss that in my opinion the best way to reflect the final 

determination in the pending Mohave Wastewater district rate case on any rates 

approved under a full consolidation scenario in this docket is to require the 

Company to make a compliance filing substituting the final revenue and rate design 

authorized in the pending Mohave Wastewater case in place of the district’s 

proposed revenue of and rate design included in this proceeding. Using that type of 

substitution would enable the calculation of any resulting adjustments to the 

consolidated rates resulting from this case. Once those adjustments are determined, 

a retroactive adjustment could be made to customers of record back to the date of a 

decision in this case, 

ON PAGE 23 OF HIS TESTIMONY, MR. BECKER EXPRESSES 

CONCERNS ABOUT THE EFFLUENT PRICING. DO YOU AGREE WITH 

HIS CONCERNS? 

No. I do not agree that consolidation would reduce the Commission’s ability to 

tailor effluent rates to the unique circumstances of a case. This argument is more 

an argument against consolidation than effluent pricing. Any customer that has 

unique characteristics can still have a rate tailored to those characteristics even with 
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A. 

Q- 

A. 

consolidated pricing. The Company in its rate design is proposing to combine 

customers with similar usage characteristics such as the residential class of 

customers or small commercial customers. I would note that the current rates for 

the effluent customers of the Company in its Agua Fria and Anthem Wastewater 

Districts are $0.76 per thousand gallons while the Mohave Wastewater District’s 

rate is $0.69 per thousand gallons. If the Commission determines that it prefers to 

design those rates based on the Active Management Area (“AMA”), that preference 

can be accomplished through rate design. It would merely require two rate 

schedules instead of one. The Staffs concerns can be easily remedied through the 

use of two rate schedules where the applicability terms include the physical 

location of the customers to insure the setup recognizes the AMA. For example, 

one rate schedule could be applicable to effluent sales in the Phoenix AMA and 

another rate schedule could be applicable to effluent sales in non-Phoenix AMA 

areas. 

B. 

DOES RUCO RAISE CONCERNS ABOUT THE COMPANY’S PROPOSED 

RATE DESIGN FOR FULL CONSOLIDATION? 

Mr. Mease alludes to some concerns about the rate design proposed by the 

Company but does not provide specifics or alternatives. To the extent RUCO has 

concerns about the flat rate proposed by the Company for both the residential and 

commercial class, those are addressed above. 

DOES M R  MEASE ALSO DISCUSS CONCERNS RAISED BY THE CITY 

OF PHOENIX? 

Yes, he does. However, there appears to be confirsion about this issue. To be 

clear, the rates being charged were approved by the Commission and those 

revenues have been included by the Commission for purposes of supporting the 

Company’s revenue requirement. As such, if those revenues are excluded fiom the 

RESPONSE TO RUCO’S DIRECT TESTIMONY 
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A. 

Q* 

A. 

revenue requirement, it would require an increase in rates for other customer 

classes. 

C. 

MR. SIMER OUTLINES CERTAIN CRITERIA FOR A SOUND RATE 

STRUCTURE ON PAGE 11 OF THIS TESTIMONY. DOES THE 

COMPANY BELIEVE ITS PROPOSED RATE STRUCTURE MEETS 

THESE CRITERIA? 

Yes, and so does Mr. Simer. The Company generally agrees with Mr. Simer’s 

assessment of its full consolidation proposal as meeting these criteria and that full 

deconsolidation would be counterproductive toward meeting these criteria. The 

Company, however, disagrees with Mr. Simer that re-consolidation of Anthem and 

Agua Fria would not lead to customer confusion. 

M R  SIMER HAS INCLUDED TWO CONSOLIDATION PROPOSALS. 

HAS THE COMPANY REVIEWED MR. SIMER’S PROPOSALS? 

Yes. The first of Mr. Simer’s consolidation proposals is similar to the Company’s 

proposal with the exception that the commercial class of customers is segregated on 

meter size as opposed to just single-unit and multi-unit as is the Company’s 

proposal. This proposed consolidated rate design is revenue neutral and produces 

the necessary revenues. Mr. Simer also has included a 2-step phase-in proposal 

intended to implement movement toward full consolidation now and complete the 

full consolidation after a full cost of service study can be completed. Mi. Simer 

has not, however, provided proposed rates for the following rate schedules under 

his 2-step phase-in proposal: A2MSP (Sun City), P2MS 1 (Mohave), P4MS 1 

(Mohave), C8M28 (Agua Fria), E5M2 (Anthem), D7M1 (Anthem), and D7M2 

(Anthem), consequently, the revenue neutrality of this scenario cannot be 

determined. 

RESPONSE TO VERRADO’S DIRECT TESTIMONY 
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Q. 

A. 

Q* 

A. 

DOES MR. SIMER’S 2-STEP PHASE-IN PROPOSAL ELIMINATE THE 

VOLUMETRIC COMPONENT TO THE COMPANY’S EXISTING 

RESIDENTIAL RATE DESIGN? 

The current rate design for residential customers in the Agua Fria and Anthem 

Wastewater districts includes a volumetric component for water usage up to 7,000 

gallons per month in addition to the basic service charge. Mr. Simer’s 2-Step 

phase-in proposal recommends continuing that rate design for the first phase and 

eliminating the volumetric component in the second phase. 

IS THE COMPANY OPPOSED TO RETAINING A VOLUMETRIC 

COMPONENT FOR THE RESIDENTIAL CLASS DURING A PHASE-IN 

PERIOD? 

The Company’s proposal includes flat rates wherever possible in response to 

customers’ complaints that volumetric rates are difficult to comprehend in 

conjunction with wastewater service where there is no meter to measure the 

wastewater flow. Accordingly, the Company would suggest that if Mr. Simer’s 

phase-in proposal is adopted, that the Anthem and Agua Fria residential rate design 

be modified to reflect a flat rate design that will be more consistent with the other 

wastewater districts and reduce residential customers’ confusion over volumetric 

rate design. 

HAS THE COMPANY CALCULATED THE EFFECT OF CONVERTING 

MR. SIMER’S RESIDENTIAL RATE DESIGN FOR ANTHEM AND AGUA 

FRIA WASTEWATER DISTRICTS TO A FLAT RATE DESIGN? 

Yes. The flat rate effect of converting the revenue generated by Mr. Simer’s 

proposed residential rate design using total number of billing units applicable to the 

residential class in those districts is summarized below in Table 2. 
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Table 2. Flat Rate Effect on Residential Rate Design in Steo 1 Using, Mr. Simer’s 

Interim Revenue Proposed for Anthem and Agua Fria 

Step 1 Billing Flat 
Revenue Units Rate 

Agua Fria Residential $ 3,895,673 54,616 $ 71.33 

Anthem Residential $ 4,303,224 99,935 $ 43.06 

D. RESPONSE TO ANTHEM COMMUNITY COUNCIL 

M R  NEIDLINGER FAVORS A PHASED-IN IMPLEMENTATION OF 

CONSOLIDATED RATES FOR ALL OF THE COMPANY’S 

WASTEWATER DISTRICTS USING A TWO-STEP ADJUSTMENT 

PROCEDURE. HAS THE COMPANY EVALUATED THE IMPACTS OF 

MR. NEIDLINGER’S RECOMMENDATION? 

Yes. The 2-Step phase-in proposal as recommended by Mr. Neidlinger included on 

Exhibit DLN-2 only sets forth residential rate design. It does not specie the actual 

rates that would be charged in Step 1 for commercial and all of the other customer 

classes of the Company so we believe it is incomplete and cannot be properly 

evaluated to determine if it is revenue neutral. It does, however, demonstrate 

another potential approach for the Commission to, in fact, move toward a 

consolidated wastewater district for the Company with less immediate impact on 

the Sun City and Sun City West Wastewater Districts than the Company’s one step 

proposal. But, the rate design for the Company’s other customer classes still need 

to be computed. 

E. RESPONSE TO M R  BOTHA 

IN HIS TESTIMONY, MR. BOTHA mms CONCERNS ABOUT THE 

COMPANY’S ACCOUNTING SYSTEMS AND WEBSITE. WHAT IS THE 

COMPANY’S RESPONSE? 
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Q* 

A. 

The Company continues to appreciate Mr. Botha’s concerns and interest in the 

Company’s systems. However, the issues raised by Mr. Botha are outside the 

scope of this proceeding and more relevant for a hture rate case in which the 

prudency of the Company’s costs and expenses are analyzed. 

DOES THIS COMPLETE YOUR REBUTTAL TESTIMONY IN THIS 

PROCEEDING? 

Yes, it does. 
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Executive Summary 

David Nilsen is Director of Development for DMB Associates, and is responsible for 
development activities in the Verrado master planned community and the operation of 
subsidiary entities relating to Verrado, including DMB White Tank, LLC and DMB Verrado 
Golf I, LLC (collectively, “DMB”). 

Mr. Nilsen testifies that DMB is a customer in Epcor Water Arizona Inc.’s Agua Fria 
Wastewater District and purchases effluent generated by the Verrado Wastewater Reclamation 
Facility for use on the Raven Golf Club at Verrado golf course. 

DMB re-affirms its prior positions stated in this case, and agrees that Epcor’s full 
consolidation proposal to charge $0.76 per thousand gallons for effluent is reasonable. In 
particular, DMB continues to encourage the Commission to maintain a rate for effluent that 
encourages use of effluent in lieu of groundwater for non-potable uses. Further, revenues from 
effluent sales should be recognized as wastewater district revenues. 

3658476.2 
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Q* 
A. 

Q. 
A. 

Q. 
A. 

Q* 
A. 

Q* 
A. 

Please state your name, position, business address, and telephone number. 

My name is David Nilsen. I am Director of Development for DMB Associates. I am 

responsible for development activities in the Verrado master planned community, and the 

operation of subsidiary entities relating to Verrado, including DMB White Tank, LLC 

(collectively “DMB”). My business address is 7600 E. Doubletree Ranch Road, Suite 

300, Scottsdale, Arizona 85258-2 137. My telephone number is (480) 367-7000. 

Have you previously testified before the Commission? 

Yes. I testified in Arizona-American Water Company’s water rate case, case number W- 

0 1303A- 10-0448, and I testified earlier in this case during the de-consolidation phase. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe DMB’s continuing interest as an Intervenor in 

this case, and to express support for Epcor’s proposed full consolidation rate proposal as 

to the proposed effluent rate. 

Please describe the business of DMB as it relates to this case. 

DMB is developing the Verrado master planned community, including contracting for 

construction of much of the major infrastructure. DMB is a customer of Epcor Water 

Arizona Inc.’s Agua Fria Wastewater District in that it pays for sewer service and 

purchases effluent generated by the Verrado Wastewater Reclamation Facility for use on 

the Raven Golf Club at Verrado golf course and for construction uses. 

What were DMB’s prior positions in this case? 

DMB has been participating in this case since it started. In an earlier Arizona-American 

Water Company rate case, the Commission had authorized rates for effluent and non- 

potable CAP water that were very high compared to rates charged by other providers, and 

compared to the cost to pump groundwater. DMB’s witness, Dan Kelly, in Direct 

Testimony filed May 3, 20 10 described that the effect of the very high rates would be to 

encourage users to use groundwater in lieu of effluent and CAP water. DMB encouraged 
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Q. 
A. 

Q. 
A. 

the C mis s ion  to adopt lower rates that would encourage use of CAP water and effluent 

for non-potable uses. DMB also asked the Commission in DMB’s initial closing briefs to 

recognize revenues from effluent sales as wastewater district revenues since the 

wastewater district is responsible for disposing of effluent. 

Has DMB’s prior testimony or positions in this case changed? 

No. 

Does this conclude your testimony in this case? 

Yes. 
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Executive Summary 

Melinda Gulick is the current President of Verrado Community Association, Inc. (the 
“Association”). Ms. Gulick describes the Association and its interest as an Intervenor in this 
case. 

Verrado is a community of homes and businesses located near the White Tank Mountains 
in Buckeye, Arizona. Verrado is expected to have approximately 11,000 homes spanning 8,800 
acres. Currently, there are roughly 2,383 homes occupied in the community, approximately 22 
businesses and four schools. All of Verrado’s water and sewer service is provided by Epcor 
Water Arizona Inc. (“Epcor”). 

The Association is a non-profit corporation that serves a proximate1 7,100 current 

Association is seriously concerned about the negative impacts to the Association, residents, and 
businesses caused b the Commission’s authorizations in 2012 (in Decision No. 73227 and 
Decision No. 731457 of large water and sewer rate increases for the A ua Fria Water and 
Wastewater Districts. Water rates for the avera 
$49.49 in June 2015. Sewer rates for the typica user are scheduled to increase to 
a proximately $12 1.9 1 er month in January 20 the typical waterhewer bill will 

Verrado residents through a variety of services and community an d! recreationa r activities. The 

Fria user are sc a eduled to climb to 

c P imb to approximately B 17 1.40. 

Ms. Gulick on behalf of the Association requests that the Commission immediately order 
Epcor to implement full consolidation of wastewater rates for all of Epcor’s wastewater districts, 
or at least all of the wastewater districts in the greater Phoenix metropolitan area (Agua Fria, 
Sun City, Sun City West, Anthem). The Association believes this solution is the most equitable 
solution for all Epcor customers who receive the same wastewater service in the same 
metropolitan area. 

2 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Q* 
A. 

Q. 
A. 

Q* 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, position, business address, and telephone number. 

My name is Melinda Gulick. I am the current President of Verrado Community 

Association, Inc. (the “Association”). I am also employed by DMB Associates as Vice 

President of Communications, Marketing and Community Life. The business address for 

the Association is 4236 North Verrado Way, Suite A200, Buckeye, Arizona 85396. 

Have you previously testified before the Commission? 

Yes. I provided testimony on behalf of the Association in Arizona-American Water 

Company’s (“Arizona-American’s”) water rate case, Docket No, W-0 1303A- 10-0448, 

and I provided testimony in the earlier de-consolidation proceeding in this case. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe the Association and its interest as an 

Intervenor in this case, and to update my prior testimony. In particular, I am describing 

the Association’s concerns with the effects of the deconsolidation of the AnthedAgua 

Fria Wastewater District ordered by the Commission in this case. Verrado opposed the 

AnthedAgua Fria deconsolidation that was granted by the Commission. 

Please describe Verrado. 

Verrado is a community of homes and businesses located near the White Tank Mountains 

in Buckeye, Arizona. Verrado is expected to have approximately 1 1,000 homes spanning 

8,800 acres. Currently, there are roughly 2,383 homes occupied in the community, 

approximately 22 businesses and four schools. All of Verrado’s water and sewer service 

is provided by Epcor Water Arizona Inc. (“Epcor”). 

Please describe the Association. 

The Association is a non-profit corporation that serves approximately 7,100 current 

Verrado residents through a variety of services and community and recreational activities. 

Please describe the Association’s interest in this case. 

The Association is seriously concerned about the negative impacts to the Association, 

residents, and businesses caused by the Commission’s authorizations in 2012 (in 

Decision No. 73227 and Decision No. 73 145) of large water and sewer rate increases for 
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Q- 

A. 

Q. 

A. 

the Agua Fria Water and Wastewater Districts, including the third-step sewer rate 

increase of the total 133.90 percent increase still to be implemented in January 2015, and 

the third-step water rate increase of the total 58 percent increase still to be implemented 

in June 2015. Water rates for the average Agua Fria user are scheduled to climb to 

$49.49 in June 2015. Sewer rates for the typical Agua Fria user are scheduled to increase 

to approximately $12 1.9 1 per month in January 20 1 5. Combined, the typical waterhewer 

bill will climb to approximately $17 1.40. I have seen in the billing statements provided 

to me, and in public comments, that many people in the greater Agua Fria District already 

pay in excess of these amounts. 

What was Verrado’s opinion in the earlier phase of this case when the Commission 

considered de-consolidation? 

Verrado filed closing briefs in the earlier proceeding, so they are the best statement of our 

prior position. However, I can summarize that Verrado was strongly opposed to the 

AnthedAgua Fria District de-consolidation because we predicted that it would result in 

rates for Verrado customers that were much higher than Epcor’s Anthem customers were 

paying for the same service. 

What has happened since the Commission ordered the de-consolidation of the 

AnthedAgua Fria District in 2012? 

What I have seen in my role as a community coordinator is that Verrado residents have 

since 20 12 repeatedly expressed outrage and anguish in community meetings regarding 

the Commission’s decision to deconsolidate the AnthedAgua Fria Wastewater District 

and their increasing rates. Comments I have witnessed have generally expressed that 

residents felt the Commission’s decision was unfair to Agua Fria residents. A number of 

residents were, and I think still are, angry at RUCO for supporting de-consolidation in the 

prior proceeding. The Association staff spent countless hours trying to make sure that the 

residents had accurate information about the Commission’s decision, and we continue to 
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Q. 
A. 

Q* 
A. 

do so. We appreciate that the current Commissioners are willing to take a new look at 

these issues because I can assure you that the issues are very important to our residents, 

and the rate increases expected again in January 20 15 will only cause further issues. 

What is Verrado’s position in the current proceedings? 

Verrado requests that the Commission immediately order Epcor to implement full 

consolidation of wastewater rates for all of Epcor’s wastewater districts, or at least all of 

the wastewater districts in the greater Phoenix metropolitan area (Agua Fria, Sun City, 

Sun City West, Anthem). We believe this solution is the most equitable solution for all 

Epcor customers who receive the same wastewater service in the same metropolitan area, 

and should save future rate case expenses for everyone. Full consolidation should go a 

long way toward reducing some of the confusion that currently exists among some of our 

residents regarding the variability and unpredictability of water and sewer rates over the 

past few years. 

If for any reason the Commission decides not to grant immediate full 

consolidation of wastewater rates, then I encourage the Commission to find an immediate 

interim solution that will grant real rate relief to Verrado residents prior to Epcor’s next 

rate case. 

Does this conclude your testimony in this case? 

Yes. 
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Executive Summary 
Kent R. Simer is an experienced Utility Rate Consultant that testifies on behalf of the 

Verrado Community Association, Inc. (“Verrado”). Mr. Simer testifies that, in his o inion, the 
Commission should require full consolidation of Epcor Water Arizona Inc.’s P “EWAZ”) 
wastewater rate structure, either as roposed by EWAZ in its Direct Testimony, or as proposed 
in the alternative rate design offere cp by Mr. Simer. 

Mr. Simer testifies re arding the substantial differences in EWAZ’s current wastewater 

month in the Sun City Wastewater District, and as high as $121.91 per month in the Agua Fria 
Wastewater District effective in January 2015. Mr. Simer notes that part of the disparity in rates 
can be attributed to the history of formation of the separate districts, and part to the allocation of 
plant costs. 

Mr. Simer testifies regarding a number of reco nized ratemaking principles that, on 

rates company-wide on both an interim basis, and presumably on a long term basis assuming 
conditions do not change significantly. Im ortantl , Mr. Simer testifies that full consolidation 

understandable and efficient. A flat rate would reduce the chance of customer confusion and 
would improve public acceptability of the rate structure in districts that currently have a 
volumetic rate based upon water usage rather than measured wastewater volumes. The flat 
consolidated rate is expected to reduce controversies regarding rate interpretation. Full 
consolidation should result in relatively stable rates that increase or decrease in smaller amounts 
per customer because the adjustments would be spread over a much larger customer base. 

Cost of service is an important consideration rate design, especially when considering the 
overall revenue to which a company is entitled. Cost of service allocations among customer 
classes can be difficult, however, due to necessar allocations of shared services. Various 

cost-of-service rates to eliminate cross-customer subsidies. 

rates in its service areas, wit a the same class of residential service paying as low as $1 8.1 1 per 

balance, support EWAZ’s and Verrado’s proposals to 8_1 lly consolidate EWAZ’s wastewater 

and the proposed flat residential rate wi P Y  1 simp ify the rate structure and makes it more 

subsidies between customer classes are in constant i ux. It would be impractical to assign pure 

Other factors that are important considerations in rate design include fairness, social 
welfare factors such as ability to pay, administrative considerations, and other externalities. 

EWAZ identified as the main factors contributing to the disparity in the de-consolidated 
rates for Anthem and Agua Fria Wastewater Districts the Northwest Valley Regional Water 
Reclamation Facility, the Verrado Reclamation Facility and its expansion as well as the Russell 
Ranch Reclamation Facility. Two of these plants had significant unused capacity in the test 
year. Mr. Simer testifies that costs associated with the unused capacity in these lants should be 

in sound utility planning and investment policies. Full consolidation will encourage prudent 
plant investment. 

Mr. Simer explains that it is important for the Commission to consider the affordability of 
wastewater rates in determinin rate design. Mr. Simer offers alternative measures of 

measures of affordability. A reasonable alternative that addresses affordability is full 
consolidation. 

spread across EWAZ’s customers in all districts because each customer shares t R e same interest 

affordability used in other juris B ictions and concludes that the Agua Fria rates exceed these 
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l 3  
Mr. Simer offers an alternative full consolidation rate design that addresses rate 

gradualism by implementing full consolidation in two steps. 

Mr. Simer testifies that re-consolidation of the Anthem and Agua Fria Wastewater 
Districts will address some of the same ratemaking factors as the full consolidation proposal, 
including affordability, but that full consolidation is a better solution. Full de-consolidation is 
counter-productive to a number of ratemaking oals, including the additional costs that would be 

adverse effects on the viability of wastewater systems. 
incurred to achieve it, rate de-stabilization, un H air allocation of unused plant costs, and potential 
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I. 

Q* 
A. 

Q* 

A. 

Q. 
A. 

Q. 
A. 

INTRODUCTION 

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

My name is Kent R. Simer. My business address is 160 N. Pasadena, Suite 101, Mesa, 

Arizona. I am a Utility Rate Consultant for K. R. Saline & Associates, PLC, a firm that 

provides electrical engineering services, management consulting, and ongoing business 

operational services primarily to wholesale public electric utilities. 

PLEASE DESCRIBE YOUR PROFESSIONAL QUALIFICATIONS AND 

EXPERIENCE. 

I have been employed at K. R. Saline & Associates, PLC for the past sixteen years, 

providing various services to our clients. For the past nine years my primary 

responsibilities have included performing cost-of-service and rate design, economic 

analyses and computer-aided modeling for power supply planning, load forecasting, 

financial forecasting, and costhenefit analysis for various municipal, tribal and public 

utilities throughout Arizona. 

I have a Bachelors Degree in Interdisciplinary Studies in Business and 

Communications from Arizona State University. Additionally I have completed 

American Public Power Association basic and advanced Utility Cost of Service and 

Retail Rate Design courses. 

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION? 

Yes. I provided testimony in the de-consolidation phase of this case, and in Arizona- 

American Water Company’s rate case filed in Docket No. W-O1303A-10-0448. Arizona- 

American Water Company is now named Epcor Water Arizona Inc. (“EWAZ”). 

ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING? 

I am appearing on behalf of the Verrado Community Association, Inc. (“Verrado”). 

Verrado is a customer of EWAZ’s Agua Fria Wastewater District, and has as members 

numerous residential and commercial customers who are directly impacted by the rates 

cited in the customer comments that led to this proceeding. 
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Q. 

A. 

Q* 
A. 

11. 

Q. 

A. 

HAVE ANY OF YOUR OPINIONS PREVIOUSLY PROVIDED IN THIS CASE 

CHANGED? 

No, other than the history in my prior opinions would need to be updated to reflect what 

has happened in this case since that testimony was given. My prior testimony is still 

relevant to this part of the case. 

WHAT IS THE PURPOSE OF YOUR CURRENT TESTIMONY IN THIS CASE? 

In my testimony, I address why I believe it would be just and reasonable and in the public 

interest for the Commission to require full consolidation of EWAZ's wastewater rate 

structure, either as proposed by EWAZ in its Direct Testimony, or in the alternative rate 

design that I propose in my testimony. I also provide opinions on the other alternatives 

identified by EWAZ in its Direct Testimony. 

BACKGROUND 

PLEASE DESCRIBE YOUR UNDERSTANDING OF THE BACKGROUND FOR 

THIS PROCEEDING. 

This case started as a rate case. On January 6, 201 1, the Commission issued Decision 

No. 72047 in the current Docket, which required the Docket to remain open for the sole 

purpose of considering the design and implementation of stand-alone revenue 

requirements and rate designs. Consideration of stand-alone revenue requirements and 

rate design was a term of the settlement agreement reached during the Open Meeting for 

the AnthedAgua Fria Wastewater District and certain other districts.' The settlement 

agreement was the result of last-minute discussions between Arizona-American, the 

Anthem Community Council, RUCO, and Staff during the Open Meeting. Verrado was 

not a party to the settlement agreement. 

On April 1, 20 1 1, EWAZ (Arizona-American) filed a compliance application 

containing proposed deconsolidated stand-alone revenue requirements and rate designs 

' Commission Decision No. 72047, January 6,201 1, Docket No. SW-01303A-09-0343, p. 84 
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Q* 

A. 

for the proposed sep 

process followed. 

rate Anth m nd Agua Fria Wastewater districts, and a hearing 

Then, in Decision No. 73227, the Commission adopted a de-consolidated rate 

design for the AnthedAgua Fria District that included a total increase of 133.90 percent 

for typical Agua Fria customers, phased in three steps taking effect January 1, 2013, 

January 1 , 20 14, and January 1,201 5. Because the adopted rate design had a volumetric 

component, some customers pay less, and some customers pay more than the typical rates 

reflected in the earlier rate schedules. 

Most recently, as noted by the Commission in Decision No. 74588, customers, and 

in particular Agua Fria customers, made significant complaints to the Commission about 

the high water and sewer rates and some specifically addressed rate consolidation and de- 

consolidation options. 

HAS THE COMMISSION PREVIOUSLY REQUESTED THAT EWAZ PRESENT 

A PROPOSAL TO CONSOLIDATE RATES? 

Yes. The Commission first requested EWAZ (Arizona-American) present a proposal to 

consolidate rates in Docket No. W-0303A-08-0227; however, the Commission ultimately 

decided to defer any decision on consolidation until a more thorough vetting, discussion, 

and public participation regarding consolidation could occur. The Commission ordered 

at least one proposal for consolidation be presented in the next rate case.2 In the current 

case, consolidation was discussed at great length, with Arizona-American, Anthem, and 

others giving significant support to the complete consolidation of Arizona-American’s 

water systems. In Decision No. 72047, the Commission cited the need for Arizona- 

American to include all of its systems in a consolidation proposal, and to file the proposal 

in a future rate app~ication.~ 

* DecisionNo. 71410, p. 51. 
Decision No. 72047, pp. 84, 123. 
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Q. 
A. 

Q. 

A. 

Q- 

A. 

111. 

Q. 

A. 

More recently, the Commission in Decision No. 72337, again required EWAZ to 

file the system-wide rate filing as ordered by Decision No. 72047 “that includes all of the 

affected districts , including the Sun City Wastewater district, as soon as possible, so that 

all affected parties will receive notice of, and will have a full opportunity to address, all 

the issues affecting the Company’s revenue requirements, and can make proposals either 

for or against consolidation or deconsolidation for Commission consideration.” 

HAS EWAZ FILED THAT CASE? 

Not yet. 

HAVE YOU READ THE CUSTOMER COMPLAINTS REFERRED TO BY THE 

COMMISSION IN DECISION NO. 74588? 

Yes, I read many of the complaints entered into the Commission’s docket, although I 

cannot promise that I read every one of them because there are so many. I agree with the 

Commission’s general characterization of the comments in Decision No. 73227. 

DO YOU BELIEVE THAT THE RATE SHOCK YOU PREDICTED IN YOUR 

AUGUST 16,2011 DIRECT TESTIMONY HAS OCCURRED? 

Yes, based upon my review of the customer comments, I think it is fair to conclude that 

many Agua Fria customers clearly noticed the rate increases to date, found them 

objectionable, and the comments and petitions could be described as a reaction to rate 

shock and rising concerns over the affordability of wastewater services. 

CURRENT EWAZ RATES ARE SUBSTANTIALLY DIFFERENT FOR SAME 
WASTEWATER SERVICE 

HOW DO EWAZ’S RATES CURRENTLY COMPARE ACROSS ITS VARIOUS 

WASTEWATER DISTRICTS? 

I prepared an Attachment A to my testimony that illustrates the differences in rates for a 

typical 5/8 x 3/4 inch water customer in each of the districts. The differences are 

substantial, with the lowest monthly rate in the Sun City Wastewater District at $18.1 1 

per month, and the typical rate in the Agua Fria Wastewater District at $121.91 in 

January 2015. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

IV. 

Q. 

HOW DOES EWAZ’S WASTEWATER COLLECTION AND TREATMENT 

SERVICE DIFFER TO CUSTOMERS IN THESE DIFFERENT WASTEWATER 

SERVICE AREAS? 

Based upon my review of evidence in this case to date, I do not believe there is any 

difference in the wastewater service that EWAZ provides to these customers, whether 

they are paying $1 8.11 a month, or $106.21a month, or some rate in between or higher. 

WHAT IS THE REASON FOR THE WIDE DISPARITY IN EWAZ’S RATES IN 

DIFFERENT WASTEWATER SERVICE AREAS? 

I defer to EWAZ’s summary of the history of the formation of its separate districts in its 

Direct Testimony. Some of the reason for the wastewater rate disparity appears to be 

simply historical because the rates were proposed to be charged in one district and not 

another. Part of the disparity is also due to prior cost allocation decisions, such as the 

prior decision in this case to allocate a percentage of the costs associated with the 

Northwest Valley Regional Wastewater Reclamation Facility to EWAZ’s Sun City West 

Wastewater District and another part of the plant costs to the Agua Fria Wastewater 

District. Another example is the Commission’s expressed desire to “correctly assign cost 

responsibility for all ratemaking components” in Decision No. 72047 in tlvs case. 

IS THERE AN IMMEDIATE NEED TO RE-EXAMINE THE DISPARITIES IN 

EWAZ’S WASTEWATER RATES? 

Yes, in this case, absolutely. The variance in the rates EWAZ charges for the same 

wastewater service by the same company to the same class of customer in the same urban 

area is extreme. 

STANDARDS FOR RATE DESIGN 

WHAT INDUSTRY STANDARD OR TECHNICAL STANDARD SHOULD THE 

COMMISSION FOLLOW TO DETERMINE WHETHER EWAZ’S EXISTING 

RATE DESIGNS SHOULD BE CHANGED? 
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A. Well, I think th overridi g principles re that the rates are t be “just and reasonable” fo 

the service rendered per Article 15, section 3 of the Arizona Constitution. The Arizona 

Revised Statutes also require that EWAZ shall not “make or grant any preference or 

advantage to any person or subject any person to any prejudice or disadvantage.” A.R.S. 

5 40-334.A. “No public service corporation shall establish or maintain any unreasonable 

difference as to rates, charges, service, facilities, or in any other respect, either between 

localities or between classes of service.” A.R.S. 5 40-334.B. 

Beyond these constitutional and statutory requirements, to my knowledge, the 

Commission has not formally adopted any industry or technical standard methodology of 

rate design that would control the issues currently presented within those guidelines, nor 

am I aware of a definitive published technical standard. I also do not believe the 

Commission has adopted any definitive precedent that would require any certain outcome 

to the consolidation questions presented here. The Commission regulates companies that 

have statewide consolidated rates, such as Arizona Public Service Company, and has 

granted further consolidation in at least one case to a water utility that had de- 

consolidated rates. See Decision No. 71845, pp. 50-53. 

A term in Commission decision number 73227 used to describe the Commission’s 

desired standard for rate design in this case is probably its reference to “sound ratemaking 

principles.” With that in mind, I have reviewed a number of respected ratemaking 

authorities to determine what sound ratemaking principles the Commission should apply 

in this case. 

A well-accepted authority on ratemaking principles that has informed the opinions 

I provide in this testimony is the book “Principles of Public Utility Rates” by James C. 

Bonbright (and other  author^).^ I have also reviewed the book, “The Regulation of Public 

Principles of Public Utility Rates, by James C. Bonbright, Albert L. Danielsen, and David R. Kamershen, 
Second Ed. 1988. 

4 
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Utilities” by Charles F. Phillips, Jr.,’ materials prepared by the National Association of 

Regulatory Utility Commissioners (NARUC), and materials published by the American 

Public Power Association. 

Several sources rely on Bonbright’s eight criteria of a sound rate structure as a 

basis for their discussions of ratemaking principles: 

1. The related, “practical” attributes of simplicity, understandability, public 

acceptability, and feasibility of application. 

2. Freedom from controversies as to proper interpretation. 

3. Effectiveness in yielding total revenue requirements under the fair return standard. 

4. Revenue stability from year to year. 

5. Stability of the rates themselves, with a minimum of unexpected changes seriously 

adverse to existing customers. 

6. Fairness of the specific rates in the apportionment of total costs of service among 

the different consumers. 

7. Avoidance of “undue discrimination” in rate relationships. 

8. Efficiency of the rate classes and rate blocks in discouraging wasteful use of 

service while promoting all justified types and amounts of use.6 

Ratemaking may also be used to fulfill other public policies, such as the 

encouragement of additional investment in infrastructure and the encouragement of 

consolidation of private companies to achieve economies of scale in services. 

On balance, these factors support EWAZ’s and Verrado’s proposals to fully 

consolidate EWAZ’s wastewater rates company-wide on both an interim basis, and 

presumably on a long term basis assuming conditions do not change significantly. 

’ The Regulation of Public Utilities, by Charles F. Phillips, Jr., Third Ed. 1993. 
Principles of Public Utility Rates, by James C. Bonbright, First Ed. 1961. 
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V. 

Q. 

A. 

relevant t The rate design principles that I find are especiall! EWAZ’s and 

Verrado’s full consolidation proposals, and the other two alternatives identified by 

EWAZ in its August 8,2014 report are discussed below. 

SIMPLICITY, UNDERSTANDABILITY, PUBLIC ACCEPTABILITY, 
FEASIBILITY OF APPLICATION 

HOW WOULD THE RATE PROPOSALS IN EWAZ’S DIRECT TESTIMONY 

AND AUGUST 8 REPORT ADDRESS RATE SIMPLICITY, UNDERSTAND- 

ABILITY, PUBLIC ACCEPTABILITY AND FEASIBILITY OF APPLICATION? 

From a practical perspective, EWAZ’s proposal to fully consolidate its tariffed 

wastewater rates company-wide to a uniform flat rate undeniably simplifies the rate 

structure and makes it more understandable. A flat rate would reduce the chance of 

customer confusion and would improve public acceptability of the rate structure in 

districts that currently have a volumetric rate based upon water usage rather than 

measured wastewater volumes. Consolidating rates company-wide will also reduce 

customer confusion regarding why some customers receiving wastewater service from 

the same company are required to pay $18 monthly rates whle others must pay in excess 

of $100. 

Re-consolidation of the Agua Fria and Anthem Wastewater Districts would be a 

positive step toward full consolidation of rates, although the rates are still more complex 

than a flat fee. Re-consolidation could feasibly be implemented quickly because it would 

simply reverse the change in rate design made two years ago. 

EWAZ’s testimony regarding the extraordinary cost and effort needed to achieve 

full de-consolidation would be counterproductive to the goals of simplicity, 

understandability, public acceptability and feasibility. Each future rate case would 

present an opportunity for the company’s customers to argue about the appropriate 

allocation of costs for shared resources. 
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VI. 

Q* 

A. 

VI 

Q* 

A. 

FREEDOM FROM CONTROVERSIES AS TO INTERPRETATION 

HOW WOULD THE RATE PROPOSALS IN EWAZ’S DIRECT TESTIMONY 

AND AUGUST 8 REPORT ADDRESS FREEDOM FROM CONTROVERSIES OF 

INTERPRETATION? 

A flat rate that applies uniformly to all customers within a class in a hlly consolidated 

rate structure is subject to almost no interpretation, so controversies over its meaning are 

not expected. 

Re-consolidation of the Anthem and Agua Fria Wastewater Districts would return 

the affected customers to the same rates in place prior to the de-consolidation, so there 

would still be a volumetric portion that would be expected to cause approximately the 

same amount of controversy that was experienced prior to the de-consolidation of the 

districts. Most customers would already have experience with these rates since they were 

in place prior to the de-consolidation. Prior decisions did not note any particular 

controversies caused by the rate structure, although I recall seeing in the course of this 

case a few public comments that indicated customers disagreed with the volumetric 

methodology. 

Full de-consolidation will be counterproductive to the goal of controversy-free 

interpretation of the rate structure as it would increase the rate disparities among 

EWAZ’s customers in the same class of service who live in nearby areas. Cost 

allocations among districts would be a continuing point of controversy between 

customers of separate districts. 

RATE STABILITY 

HOW WOULD THE RATE PROPOSALS IN EWAZ’S DIRECT TESTIMONY 

AND AUGUST 8 REPORT ADDRESS RATE STABILITY? 

The anticipated future effect of a fully-consolidated rate structure would be relatively 

stable rates that increase or decrease in smaller amounts per customer because the 
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VIII. 

Q. 

A. 

adjustments woi ld b spread over a much larger customer b se. Full co lidation 

presents the best opportunity to guard against wildly fluctuating rates. 

Full deconsolidation of rates is expected to result in less stable rates. One 

potential example of this effect could occur in Russell Ranch. EWAZ explained in its 

May 2014 Proposed 208 Water Quality Management Plan Amendment that EWAZ may 

in a future year construct the West Valley Regional Water Reclamation Facility. The 

initial cost of that plant is expected to exceed ten million dollars, and some amount of 

that total cost could be presented in rates before future customers are available to pay for 

use of the full plant capacity. Assuming the Commission might find some part of the 

unused capacity used and useful before customers are using the full capacity (as the 

Commission usually does), the cost of that excess plant capacity might be spread across 

only a few hundred customers that include the Russell Ranch residents. Such a large cost 

spread over only a few hundred customers could result in a very high rate increase, 

whereas if such costs are spread company-widey the cost to each customer would be 

much less. 

Immediate re-consolidation of Anthem and Agua Fria rates would not be expected 

to cause any greater confusion than is already expected as the third step rate change in 

both districts is already set to take effect in January 201 5. 

FAIRNESS IN APPORTIONMENT OF COSTS AMONG DIFFERENT 
CONSUMERS 

IS COST OF SERVICE AN IMPORTANT CONSIDERATION IN RATE 

DESIGN? 

Yes. As noted in the well-respected book “Principles of Public Utility Rates” by James 

C. Bonbright (2nd Edition, 1988), cost of service principles are almost universally 

accepted as a factor to consider in ratemaking, although Bonbright notes that “cost of 
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service” can have many  meaning^.^ Bonbright explains that cost of service principles are 

followed more closely as a measure of general rate levels (as between the utility and all 

customers in general), but is not as much of a factor in individual rate schedules. In other 

words, in determining what overall rate the utility is entitled to charge, cost of service 

principles are followed pretty closely, but when it comes to individual rate class 

schedules, other rate design factors tend to influence rate design more. 

WHAT FACTORS INFLUENCE RATE DESIGN OTHER THAN COST OF 

SERVICE? 

Well, as an initial matter, it is sometimes difficult to allocate costs of shared services, so 

cost allocations for shared services may be estimated and are imperfect. An example of 

such an estimated cost allocation that has a significant influence on rates in this case is 

the allocation of Northwest Valley Regional Water Reclamation Facility costs between 

EWAZ’s Sun City West and Agua Fria Wastewater Districts. 

Q. 

A. 

There also may be a variety of policy factors that affect rate design other than cost 

of service principles. In the context of EWAZ’s wastewater rates, these factors can 

include social welfare factors, administrative considerations, or other externalities. An 

example of a social factor is ability to pay. A good example of application of this policy 

principle by the Commission is the Commission’s establishment of a low-income 

program in EWAZ’s Sun City area. Sun City customers are required to pay a little bit 

more for service than they otherwise might be required to pay in order to assist qualified 

low-income customers to pay their bills. This sort of program discriminates between 

customers in the same rate class, but supports a social policy of providing payment 

assistance to low income households. 

Another policy factor can be characterized simply as fairness. The Commission is 

asked in this case to consider whether it is fair for EWAZ’s customers who receive 
26 

27 
Bonbright, pp. 109-1 0. 

28 
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identical wastewater collection and treatment services to pay a variety of different rates, 

the dfference of which is based in significant part upon whether a customer has a 

physical connection to a plant with unused capacity. In the prior de-consolidation phase 

of this case, EWAZ was asked to identify the main factors that contributed to the large 

disparity between the de-consolidation rates for the Agua Fria wastewater customers. 

EWAZ responded that the main factors that contributed to the disparity in de- 

consolidated rates are “the Northwest Valley Regional Water Reclamation Facility, the 

Verrado Reclamation Facility and its expansion as well as the Russell Ranch Reclamation 

Facility.”’ Two of these plants had significant unused capacity in the test year. I have 

attached as Attachment C charts showing the amount of capacity used in the plants as of 

the end of 2008,20 10, and 20 13. 

The Commission is asked here to consider whether it is fair to make all of 

EWAZ’s customers, or only the customers residing in a new subdivision, pay for all of 

the future capacity portion of a particular wastewater treatment plant. Bonbright noted 

that, “Of all of the many problems of ratemaking that are bedeviled by unresolved 

disputes about issues of fairness, the one that deserves first rank for frustration is that 

concerned with the apportionment among different classes of ratepayers of the demand 

costs or capacity costs.. .,’’ I presume the Commission authorized rate base treatment for 

the unused capacity in EWAZ’s newer treatment plants in order to encourage efficient 

plant sizing and to encourage future investment in plant infrastructure. Those are 

recognized public policy goals that support the private wastewater industry on a statewide 

basis; not on a subdivision-by-subdivision basis. Unless the Commission will change its 

mind regarding the used and useful nature of the excess capacity in EWAZ’s plants, it is 

not fair to concentrate the burden of fulfilling industry goals on only some of EWAZ’s 

* See EWAZ’s response to Verrado DMB Question 2.4, attached as Attachment B. 
Bonbright, p. 184. Bonbright further notes that the general tendency is to spread capacity costs fairly wide, “as 
butter would be spread over bread in a gourmet’s sandwich.” 

9 
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wastewater customers. Every customer shares the same interest in ensuring sound utility 

planning and investment policies, and the burdens of such policies are more fairly spread 

equally among customers in the same rate classes. When examining whether one set of 

customers is arguably “subsidizing” the costs caused by another set of customers, the 

amount of the rate associated with excess plant capacity should not be considered. For 

example, a resident of Verrado is not a cost causer as to plant capacity constructed for the 

use of a future customer. The cost of service between similarly-situated customers in 

different EWAZ districts is much closer if excess plant capacity is considered a 

company-wide expense. 

Another fairness factor is whether it is fair to customers to allow EWAZ to 

continue filing separate rate cases on an ad hoc basis for separate wastewater districts 

when the rate case expenses and accounting costs for all wastewater customers can be 

reduced through company-wide consolidation of wastewater rates. Overall, all customers 

will benefit from increased rate case efficiencies. 

Q. ARE THE FULL DE-CONSOLIDATION OPTION AND THE RE- 

CONSOLIDATION OPTION BETTER OPTIONS FOR FAIR ALLOCATION OF 

COSTS TO COST CAUSERS? 

No. Full de-consolidation would be the most explicit application of cost assignment and 

would most closely follow the cost causation principle that says costs should be borne by 

those who cause them to be incurred. However, full de-consolidation would only add to 

the issues that led to Decision No. 74588 in the first place. Full de-consolidation would 

also only further jeopardize the viability of the wastewater systems as costs are spread 

over fewer and fewer customers. This is especially critical given the potential 

development of the West Valley Regional Water Reclamation Facility, which has the 

same underpinnings as the Northwest Valley Regional Wastewater Reclamation Facility 

that have led to the dramatic increases in rates in the Agua Fria wastewater system. 

A. 
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Further de-consolidation, therefore, appears to be at odds with existing efforts at the 

Commission aimed at improving the viability of smaller water and wastewater systems. 

The decision to deconsolidate the Agua Fria and Anthem wastewater systems in 

Decision 73227 was done to comply with the cost causation principle and as a term of the 

previous settlement agreement; thus, undoing this decision through the re-consolidation 

of the two systems would follow neither principles of rate design or past Commission 

thinking. Re-consolidation would, however, provide an alternative measure that could be 

taken to address the customer complaints and potential for affordability issues. Finally, it 

is also important to note that neither full de-consolidation nor re-consolidation would 

address the lack of fairness in the cost assignment of unused plant capacity as discussed 

above. Full consolidation appears to be the best solution that would address the vast 

majority of the customer complaints and ensure viability of the entire system. 

By way of example, the New Hampshire Public Utilities Commission1o ruled that 

it was not in the public interest to impose annual rates in the range of $800 to $1200 on 

residential customers due to a high magnitude of plant investment, when a reasonable 

alternative was available. In the New Hampshire case, it was determined that 

consolidating water systems that were not physically connected, would result in rates that 

were just and reasonable and would ensure affordability and the continued viability of the 

utility. In the immediate case, a similarly reasonable alternative is available. Complete 

consolidation would ensure that rates are affordable, just and reasonable, and have greater 

effectiveness in yielding total revenue requirements for the utility. Therefore, I would 

not agree that either full de-consolidation or re-consolidation are better options when a 

reasonable alternative is available. 

l o  New Hampshire Public Utilities Commission, Order No. 22883, DR 97-058, Pennichuck Water Works, Inc. 
Petition for Permanent Rate Increase, March 25, 1998. 
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IX. 

Q* 
A. 

Q* 
A. 

FULL CONSOLIDATION 

DOES VERRADO SUPPORT THE CONCEPT OF FULL CONSOLIDATION? 

Yes. The full consolidation of EWAZ wastewater districts is a sustainable model that 

will encourage and enable prudent plant investment that will be required to maintain a 

high level of service across the different service territories. Customers will benefit from 

consolidation through stable and predictable rates, reduced regulatory expenses, and 

increased operating efficiencies that will result from the economies of scale of a unified 

wastewater system. All EWAZ customers would be recipients of the same level of 

service, regardless of geographic location, and existing disparities for these services 

would be eliminated. 

DOES IT MATTER THE SYSTEMS ARE NOT PHYSICALLY CONNECTED? 

No. The separate systems of EWAZ already receive partially consolidated services 

through centralized operational activities and all customers share a common interest in 

the ongoing financial viability of the corporation. As EWAZ explained in its testimony, 

operational activities are centralized for billing, accounts payable, payroll, purchasing, 

insurance and pension benefits, accounting, public affairs, liability insurance, personnel 

training, engineering, water quality, budgeting, and rate case preparation. Consolidation 

would provide further operational efficiencies through reduced rate case filings. 

Though cost-causality principles support the arguments made for a deconsolidated 

system, the fact remains that all users of the utility rely on the ability for EWAZ to raise 

and invest large amounts of new capital. The poor performance from any single water 

system can impact EWAZ's ability to afford financing and construction of significant 

capital projects. Though system planning is often thought of as only having a regional 

impact, financial planning is not conducted based on the same regional differences. In 

this manner, the financial risks of an investor-owned utility do not limit themselves to the 

spatially disparate system it operates, but rather spreads the risk across all of its 
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customers. The Edison Electric Institute addressed the increasing pressures on utility 

rates and finances in a brochure" on "New Regulatory Frameworks for Electric 

Infrastructure Investment," highlighting the potential impacts that customers can be 

confronted with if the utility is unable to adequately fund capital projects: 

For customers, the implications could be severe. Failure to address these 
new challenges could result in utility underinvestment, or reduced ability to 
make needed new large capital investments. To the extent utilities do make 
such investments, there is the potential for "rate shock" as new assets are 
added to rate base. Under traditional cost of service regulation, large 
capital projects are not added to rate base until they become used and 
useful, which can cause signijkant rate impacts due to the accumulation of 
carrying costs on invested capital. Alternatively, given a perceived risk of 
under-recovery and the scale of capital requirements, utilities may be 
forced to choose between competing objectives in order to rein in 
burgeoning capital commitments. 

The long-term planning that addresses expansion of system capacity is prudent and 

necessary to ensure future water and wastewater needs are met, but inherently puts 

significant risk on the utility and ratepayers alike if projected growth is not fully realized. 

This is amply illustrated in the level of unused capacity at each of the treatment plants. 

While the utility and its shareholders bear the ultimate risk of collecting their investment 

on their capital outlay; customers face the burden of increased rates from the lumpiness 

of an investment preceding the customer base that can support it. This can impact a 

customer's ability-to-pay or reduce demand for services, further exacerbating the 

financial position of the utility. To the extent that a utility can consolidate its service 

territories; a utility can more easily achieve economies of scale and viability and allow it 

to fulfill its obligations to provide reliable service. 

I '  Edison Electric Institute, New Regulatory Frameworks for Electric Infrastructure Investment. Retrieved from 
http://www.eei.org/issuesandpolicv/statere~lation/documents/altreg brochure final.pdf. 
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Q* 

A. 

X. 

Q. 

HOW WOULD A CONSOLIDATED WASTEWATER UTILITY COMPARE TO 

OTHER PHYSICALLY CONNECTED UTILITIES. 

The main argument against consolidation is that it goes against cost-causation principles, 

and subsidies are created between customers who do not receive equal benefit, or may 

receive no benefit from the installed plant investments throughout the consolidated 

service territory. The fact is that subsidies already exist between customers and are in 

constant flux as the operating characteristics of the different customer groups adapt and 

change. Within a single customer group, under uniform rate structures, low use 

customers with fixed minimum bills, are often subsidizing high use customers. This is 

due to the fact that system capacity is planned to meet the needs of the high use customer. 

Similarly, end-of-line users or rural users have a higher embedded cost of service, but are 

often supplied service at the same rate as other centralized, urban customers. These 

subsidies are not unique to just physically disconnected wastewater systems. Electric 

utility customers experience the same subsidization through interclass variations in usage 

and differences between rural and urban customers. Additionally, expansion of the 

electric grid may come at great expense to existing customers if new significant 

generation resources are required and built at a great distance from the load for the 

purpose of serving customers in new outlying areas. Overall, it would be impractical to 

assign pure cost-of-service rates on a customer-by-customer base to eliminate cross- 

customer subsidies. By accepting that some level of subsidy will always exist, the 

question becomes “how much subsidy is sustainable.” In other consolidated industries, 

the efficiencies arrived at through economies of scale of consolidation and uniform rate 

setting have outweighed the importance of following a strict cost-of-service practice. 

AFFORDABILITY OF RATES 

MANY OF THE CUSTOMER COMPLAINTS RELATE TO THE 

AFFORDABIILTY OF AGUA FRIA DISTRICT WASTEWATER RATES. HOW 

SHOULD THE COMMISSION ADDRESS THE AFFORDABILITY OF RATES? 
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A. Affordability can be a subjective factor. However, there are ways to evaluate 

affordability data that make its determination more objective, and it is certainly an 

established, sound ratemaking factor for the Commission to consider in this proceeding. 

The U. S. Environmental Protection Agency, recognizing that federal mandates stemming 

from the Clean Water Act and Safe Drinking Water Act may have substantial economic 

impact on water and wastewater customers, developed a two-level screening analysis12 as 

a litmus test for wastewater service affordability. The preliminary screen evaluates the 

average per household cost of wastewater relative to the median income in the area. 

Wastewater costs exceeding 2% of the median household income is considered to have a 

"large economic impact" and residents are likely to experience economic hardship. A 

secondary screen tests against six economic indicators which include the community's 

bond rating, net debt, median household income, local unemployment rate, property tax 

burden, and property tax collection rate. 

According to recent to the U.S. Census Bureau 2012 American Community 

Survey," Maricopa County has an average median household income of $59,479. Using 

the EPA preliminary screen, a wastewater bill exceeding $1,190 per year, or $99.17 per 

month would be deemed to have a large economic impact on residents. The typical Agua 

Fria wastewater customer will be paying $121.91 per month for wastewater service 

effective under the final step of the current approved rates. This exceeds the EPA 

affordability screen by 23%. Under the proposed full de-consolidation proposal, EWAZ's 

preliminary analysis detailed in its Direct Testimony in Exhibit SLH-5 determined the 

I*  U.S. Conference of Mayors, American Water Works Association & Water Environment Federation, (2013), 
Assessing the Affordability of Federal Water Mandates. Retrieved from 
httu://www .awwa.or~~ortals/0/files/resources/water%20utility%2Omana~ement/affordability/Affordability- 
1ssueBrief.pdf. 

l 3  U.S. Census Bureau; 2012 American Community Survey, Selected Household Characteristics, File generated 
by Mitchell Day using American FactFinder; <http://factfinder2.census.gov>; (1 6 September 2014).U.S. 
Census Bureau; 20 12 American Community Survey, Income in the past 12 Months (In 20 12 Inflation-Adjusted 
Dollars), File generated by Mitchell Day using American FactFinder; <http://factfinder2.census.gov>; (1 1 
September 2014). 
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Q* 

A. 

average cost for Verrado and Northeast Agua Fria customers as $121.3 1 and $1 13.69, 

respectively, per month. Only h l l  consolidation, or re-consolidation of the Anthem and 

Agua Fria wastewater districts would result in a monthly wastewater bill that would be 

considered affordable by the EPA screen. 

HAVE OTHER METHODS FOR DETERMING AFFORDABILITY BEEN 

ACCEPTED BY A PUBLIC SERVICE COMMISSION? 

Yes. In Docket Number 080 12 1 -WS,I4 the Florida Public Service Commission studied 

appropriate subsidy and affordability limits in a water and wastewater rate application by 

Agua Utilities Florida, Inc. The commission staff determined the affordability limit for a 

wastewater customer was equal to the average statewide commission approved 

wastewater rate plus two standard deviations. This resulted in an affordability cap of 

$82.25. Under this guideline, the commission approved a "CAPBAND" rate structure 

that established a bill cap based on the affordability target and a method for subsidizing 

the excessive costs. Under the CAPBAND structure, the costs of any one band of 

consolidated systems that would result in a rate exceeding the affordability cap would be 

subsidized by the next band of consolidated systems. This created a waterfall effect of 

responsibility throughout the multi-system utility where no customer would exceed the 

amount deemed affordable, and subsidies were limited to only the portion of costs 

deemed unaffordable. 

In a limited scope, using the methodology relied on by the Florida PSC to 

determine the affordability cap, the following table demonstrates what the affordability 

cap would be based on a sample of the wastewater systems in the area. 

l 4  Florida Public Service Commission, Order No. PSC-09-0385-FOF-WS, Docket Number O80121-WS7 Aqua 
Utilities Florida, Inc. Petition for Permanent Rate Increase, May 29,2009, Pp. 123-128. 
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Q- 

A. 

Analysis of Affordability Limits 

Utility Docket No. 
EPCOR - Agua Fria Wastewater District W-01303A-09-0343 
EPCOR - Anthem Wastewater District S W-01303A-09-0343 
EPCOR - Mohave Wastewater District SW-01303A-08-0227 
EPCOR - Sun City Wastewater District SW-01303A-09-0343 
EPCOR - Sun City West Wastewater District S W-01303A-09-0343 
Johnson Utilities WS-02987A-08-0180 
Global Water - Palo Verde Utilities Company SW-20445A- 12-0310 
Global Water - Santa Cruz Water Company W- 2O446A- 12-0314 
Global Water - Valencia Water Co. (Greater Buckeye Division) W-01212A-12-0309 
Global Water - Water Utility of Greater Tonopah, Inc. 
Global Water - Water Utility of Northern Scottsdale, Inc. 
Global Water - Willow Valley Water Company, Inc. 
Liberty Utilities - Litchfield Water & Sewer Corp. 
Liberty Utilities - Black Mountain Sewer Corp. 
Liberty Utilities - Gold Canyon Sewer Company 
Liberty Utilities - Entrada Del Oro Sewer Company 
Liberty Utilities - Rio Rico Utilities Inc. 

W-0245OA-12-0312 
W-0372OA-12-0311 
W-0173%-12-0315 
S W-01428A-13-0042 
S W-02361A-08-0609 
SW-02519A-06-0015 
SW-04316A-05-0371 
WS-02676A- 12-0196 

Approved Rates 
Wastewater (7K 

Gallons) 
$ 121.91 
$ 56.25 
$ 82.79 

$ 30.96 
$ 18.11 

$ 40.98 
$ 64.34 
$ 49.75 
$ 55.36 
$ 37.16 
$ 66.13 
$ 69.05 

$ 65.24 
$ 52.40 
$ 70.00 

$ 40.35 

$ 49.00 

Average $ 57.05 
Standard Deviation 22.57 

Average plus two Standard Deviations *Recommended Affordability Target $ 102.18 

Using this methodology the recommended affordability target would be set at 

$102.18, very similar to the $99.17 determined by the EPA screen. The approved Agua- 

Fria rate of $121.91 would be 19.3% above the recommended affordability target as 

calculated using the Florida Public Service Commission model. 

WHY IS IT IMPORTANT FOR THE COMMISSION TO CONSIDER 

AFFORDABILITY IN THIS PROCEEDING? 

As demonstrated by the customer comments filed in this docket, many find the current 

rates objectionable and voice concerns over the financial hardship they are forced to 

endure as captive customers of an essential service. Affordability is a subjective factor 
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and there are limitations in any measurement of affordability due to the significant 

disparity in household incomes and financial ability across the service territory of a large 

utility. Nonetheless, given the levels of anticipated investment needed to provide water 

and wastewater services, affordability will be a rising concern for all. 

Additionally, a rate structure that produces a rate that exceeds the typical 

customer’s ability-to-pay would be ineffective in yielding total revenue requirements and 

a fair-return for the utility investors. This would jeopardize the ability of the utility to 

operate and attract capital in a time when greater investment is needed. Likewise, 

establishing a rate that exceeds the  customer'^ ability-to-pay does not appear to follow 

the standard that rates be “just and reasonable.” 

EWAZ has identified in its August 8, 2014 response to Decision 74588 that it 

intends to make significant investment in each of the wastewater systems and this 

includes the potential significant investment in the West Valley Regional Water 

Reclamation Facility. The Arizona Residential Utility Consumer Office (RUCO) and 

Arizonans for Responsible Water Policy filed, with the Commission, a report titled “The 

Challenges of Consolidating an Industry,” which also alludes to “looming investments in 

water infrastructure, sustainability, and increased water supplies that will exert dramatic 

upward pressure on  rate^."'^ Dramatic upward pressure has and continues to present 

itself through the investments required in the wastewater systems served by EWAZ. 

Affordability issues will continue to come to the forefront in this age of investment. 

It is appropriate for the Commission to establish an objective standard for 

measuring affordability to be able to call upon in their ultimate determination of utility 

rates. 

l 5  Page 6 
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XI. 

Q* 
A. 

Q. 
A. 

VERRADO’S PROPOSED FULL CONSOLIDATION 

WHAT IS VERRADO PROPOSING TO DO WITH RATE DESIGN? 

I have prepared and attached an alternative full consolidation rate design in Attachment 

- D. This alternative rate design addresses some potential shortcomings in the design 

proposed by EWAZ in its Direct Testimony. In the absence of a consolidated cost-of- 

service model based on recent test year data, EWAZ has proposed a consolidated uniform 

rate design that distributes total costs of a customer group evenly to the number of 

customers in the group by way of a fixed minimum charge. No consideration was given 

to the different usage levels currently present and handled by existing rates. 

Additionally, EWAZ proposed a single-year phase in to the proposed rates. The result of 

the EWAZ rates include dramatic rate increases and decreases, especially for commercial 

customers. Though some level of impact will occur through a complete consolidation, 

much of the severity of the impacts as proposed by EWAZ can be avoided through better 

rate design. Additionally, a two-step phase-in will lessen the immediacy of the rate 

impact, providing a more gradual transition to a consolidated system. 

Until a full consolidated cost-of-service study can be completed, Verrado is 

proposing a two-step phase-in for residential rates resulting in nearly the same residential 

rate proposed by EWAZ in the second step, and an alternative two-step phase-in rate 

design for single, multi, and large commercial customers that takes meter size into 

consideration in the rate design. Full details are provided in Attachment D. 

If for any reason the Commission determines that full consolidation will not be 

allowed in this proceeding, then Verrado is proposing to reverse in its entirety the prior 

de-consolidation of the AnthedAgua Fria District described in Decision No. 73227 and 

Decision No. 73837. 

PLEASE EXPLAIN THE RESULTS OF THE RATE DESIGN PROPOSAL. 

Within the Sun City Wastewater District, the current monthly minimum charge for 

residential meter size 5/8 x 3/4 inch is $18.1 1. There is no current residential volumetric 

charge. The proposed monthly minimum charges for residential meter size 5/8 x 3/4-inch 
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are as follows: Step 1 is $26.21. Step 2 is $34.32. There is no proposed residential 

volumetric charge. The typical 5/8 x 3/4 inch meter residential customer would receive a 

$16.21 increase in his monthly bill, or an 89.5 percent. 

Within the Sun City West Wastewater District, the current monthly minimum 

charge for residential meter size 5/8 x 3/4 inch is $30.96. There is no current residential 

volumetric charge. The proposed monthly minimum charges for residential meter size 

5/8 x 3/4 inch are as follows: Step 1 is $32.64. Step 2 is $34.32. There is no proposed 

residential volumetric charge. The typical 5/8 x 3/4 inch meter residential customer 

would receive a $3.36 increase in his monthly bill, or 10.9 percent. 

Within the Agua Fria Wastewater District, the current monthly minimum charge 

for residential meter size 5/8 x 3/4 inch is $66.12. The current residential volumetric 

charge at 5/8 x 314 meter size is $7.97 per 1,000 gallons with a volumetric cap of 7,000 

gallons. The proposed charges for residential meter size 5/8 x 3/4 inch are as follows: 

Step 1 monthly minimum charge of $60.57 with a volumetric charge of $2.03 per 1,000 

gallons, with a volumetric cap of 7,000 gallons. Step 2 monthly minimum charge of 

$34.32. There is no residential volumetric charge for Step 2. The typical 5/8 x 3/4 inch 

meter residential customer, with a monthly usage of 7,000 gallons, would receive an 

$87.59 decrease in his monthly bill, or 71.8 percent. 

Within the Anthem Wastewater District, the current monthly minimum charge for 

residential meter size 5/8 x 3/4 inch is $30.00. The current residential volumetric charge 

at 5/8 x 3/4 meter size is $3.75 per 1,000 gallons with a volumetric cap of 7,000 gallons. 

The proposed monthly minimum charges for residential meter size 5/8 x 3/4 inch are as 

follows: Step 1 is $32.19 with a volumetric charge of $1.87 per 1,000 gallons, with a 

volumetric cap of 7,000 gallons. Step 2 is $34.32. There is no residential volumetric 

charge for Step 2. The typical 5/8  x 3/4 inch meter residential customer, with a monthly 

usage of 7,000 gallons, would receive a $21.93 decrease in his monthly bill, or 39.0 

percent. 
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Q* 
A. 

Within the Mohave Wastewater District, the current monthly minimum charge for 

residential meter size 5/8 x 3/4 inch is $82.79. There is no current residential volumetric 

charge. The proposed monthly minimum charges for residential meter size 5/8 x 3/4 inch 

are as follows: Step 1 is $58.55. Step 2 is $34.32. There is no proposed residential 

volumetric charge. The typical 5/8 x 3/4 inch meter residential customer would receive a 

$48.47 decrease in his monthly bill, or 58.5 percent. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. 
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COMPANY: ARIZONA AMERICAN WATER COMPANY 
DOCKET NO: W-01303A-09-0343 

Response provided by: Sandy Murrey 

Title: Rate Analyst 

Address: 2355 W. Pinnacle Peak Rd., #300 
Phoenix, AZ 85027 

Company Response Number: Verrado DMB 2.4 

Q. The Compliance Application indicates de-consolidation would increase the Agua 
Fria area rates significantly, and would reduce the Anthem area rates from those 
authorized in Decision No. 72047. Please identify the main factors that contribute 
to the large disparity between the de-consolidated rates for the Agua Fria 
wastewater customers and the de-consolidated rates for the Anthem area 
customers. 

A: The main factors contributing to disparity in de-consolidated rates are the 
Northwest Valley Regional Reclamation Facility, the Verrado Reclamation Facility 
and its expansion as well as the Russell Ranch Reclamation Facility. 
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BRENDA BURNS 
SUSAN BITTER SMITH 
BOB BURNS 
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Executive Summary 

Kent Simer in his Surrebuttal testimony, responds to various parties’ rebuttal and 
Surrebuttal testimonies. Mr. Simer notes that Epcor Water Arizona Inc. (“EWAZ”) generally 
found his proposed 2-step phase-in proposal is revenue neutral and provides the necessary 
revenues. Mr. Simer disagrees with E cor that the proposed volumetric charges in the phase-in 

proposal addresses otential rate increases to low volume customers in the Agua Fria 

to EWAZ’s proposed schedules noted by Epcor as missing from Mr. Simer’s Direct Testimony. 

should be flat because they are difficu P t for customers to comprehend, and instead states that his 

Wastewater District Ip uring the phase-in. Mr. Simer also confirms that he proposes no changes 

Mr. Simer responds to Mr. Eisert’s testimony regarding subsidization and poor planning 
arguments in Epcor’s other districts by explaining historical subsidies from other funding 
sources utilized for the benefit of Sun City Wastewater system customers. Mr. Simer notes that 
subsidies are necessary and common when private companies construct capital intensive, 
regionally planned wastewater systems. 

In response to Mr. Hansen’s testimony, Mr. Simer asserts that consolidation will likely 
result in greater scrutiny of com any costs by more customer interveners with less confusion 
regarding district allocations a n i  multiple rate cases. Mr. Simer responds to Mr. Hansen’s 
assertions regardin discriminatory treatment of Sun City and Sun City West customers that Mr. 

additional capital investment needs. He further disagrees with Mr. Hansen re arding the 

Mr. Hansen assert exist in Sun City and Sun City West but not other districts. 

Hansen asserts ful B consolidation would present by noting that both Districts face continuing 

practicality and fairness of designing tariffs based upon assumed customer-speci B ic variables 
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INTRODUCTION AND QUALIFICATIONS 

Q1. 
A1 . 

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

My name is Kent R. Simer. My business address is 160 N. Pasadena, Suite 101, Mesa, 

Arizona. I am a Utility Rate Consultant for K. R. Saline & Associates, PLC, a firm that 

provides electrical engineering services, management consulting, and ongoing business 

operational services primarily to wholesale public electric utilities. 

Q2. ARE YOU THE SAME KENT R. SIMER WHO PROVIDED DIRECT 

TESTIMONY IN THIS CASE? 

A2. Yes. 

PURPOSE OF TESTIMONY 

43. 
A3. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE? 

In this Surrebuttal, I continue my support for full consolidation as the best solution to the 

concerns raised in the immediate proceedings. I respond to EWAZ’s support and 

concerns with the 2-step phase-in proposal included in my direct testimony. I also 

provide a response to the direct testimonies of Mr. Eisert and Mr. Hansen. 

GENERAL RESPONSE 

44 .  

A4. 

Q5- 

DO YOU STILL SUPPORT FULL CONSOLIDATION OF EWAZ’s 

WASTEWATER SYSTEMS? 

Yes. Consolidation of all of the EWAZ systems provides the best long term solution to 

address the immediate concerns being raised. Customers will benefit from consolidation 

through stable and predictable rates, reduced regulatory expenses, and increased 

operating efficiencies that will result from the economies of scale of a unified wastewater 

system. Under complete consolidation, all EWAZ customers would be recipients of the 

same level of service, regardless of geographic location, and existing disparities in 

pricing for these services would be eliminated. 

DO THE DIRECT TESTIMONIES SPONSORED BY CORTE BELLA, RUSSELL 

RANCH, CROSS RIVER AND ANTHEM INCORPORATE SIMILAR SUPPORT 

FOR CONSOLIDATION? 
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A5. 

Q49 

A6. 

Yes. It appears that the majority of the interveners are supportive of the consolidation of 

all of the EWAZ wastewater systems. Several interveners who also previously supported 

full deconsolidation of EWAZ’s wastewater systems have since changed their position 

and favor complete consolidation, over alternative options, believing it to be the most fair 

and equitable solution for all of EWAZ wastewater customers. 

HOW DO YOU RESPOND TO RUCO’S AND STAFF’S REQUEST FOR THE 

IMMEDIATE REQUIREMENT THAT EWAZ CONDUCT A COST-OF- 

SERVICE STUDY PRIOR TO A COMMISSION DECISION ON POSSIBLE 

CONSOLIDATION? 

I agree that an updated cost-of-service study would address the staleness of the existing 

revenue requirements and customer use patterns that constitute the existing EWAZ 

wastewater rates and potential consolidated rates. However, the issue in the immediate 

preceding is a policy one and is revenue neutral. Nothing precludes the Commission 

from having the ability to address the immediate concerns raised by EWAZ customers 

through a policy decision and it can do so on an interim basis until such a time EWAZ is 

able to file a full cost-of-service study in a full rate case. 

2-STEP PHASE-IN PROPOSAL 

47. 
A7. 

DOES EWAZ GENERALLY ACCEPT YOUR 2-STEP PHASE-IN PROPOSAL? 

Yes. EWAZ has found that my proposed 2-step phase-in is “revenue neutral and 

produces the necessary revenues” and will provide a more gradual transition to a 

consolidation system. EWAZ did stop short of giving its full acceptance of the phase-in 

proposal. EWAZ stated that residential customers have complained that volumetric 

charges are difficult to comprehend. EWAZ therefore suggests that if the phase-in as I 

have proposed is adopted, residential rates should be modified to remove volumetric 

charges to reduce possible confusion. Additionally, EWAZ noted several rate schedules 

that were excluded in my phase-in proposal and consequently found that, the revenue 

neutrality of this scenario could not be determined. EWAZ identified the following 

schedules as missing from my phase-in proposal: A2MSP (Sun City), P2MS 1 (Mohave), 
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Q8. 

A8. 

Q9* 

A9. 

P4MS 1 (Mohave), C8M28 (Agua Fria), E5M2 (Anthem), D7M1 (Anthem), and D7M2 

(Anthem). 

HAVE YOU PROVIDED A RATE PROPOSAL FOR THE RATE CLASSES 

EXCLUDED IN YOUR ORIGINAL PROPOSAL AS IDENTIFIED BY EWAZ? 

I am not proposing any changes to the schedules that EWAZ has identified as being 

missing from the consolidation proposal included in my direct testimony. These 

schedules, as well as P7A1 (Mohave), are acceptable as presented in the consolidation 

scenario workpapers filed by EWAZ as part of their direct testimony and; therefore, 

should be considered as revenue neutral. 

Total Authorized 
Schedule Description Revenue 
A2MSP Mobile Home Parks (Paradise Park) $160,998 
P2MS 1 Commercial-Flat (Mohave ONLY) 14,902 

P4MS1 ONLY) 12,915 

E5M2 Phoenix 792,489 
63 1,157 

Other Public Authority-Flat (Mohave 

Other Wholesale Users - City of 

Effluent (AF, AN, MO ONLY) 
~~ ~ -~ 

F o t a T  $1,612,461 
Table 1 - Total Authorized Revenue as included in both EWAZ and Verrado Direct Testimony workpapers. 

EWAZ PROPOSES THE ELIMINATION OF VOLUMETRIC COMPONENTS 

FOR THE RESIDENTIAL CLASS DURING THE PHASE-IN PERIOD. DO YOU 

AGREE WITH EWAZ? 

No. The impact to customers when changing from volumetric rates to a flat rate will vary 

according to the estimated volume of sewage. Inclusion of volumetric charges in step 1 

of my proposed Agua Fria and Anthem residential rates was done intentionally to address 

issues that may arise when considering this impact on low use customers. EWAZ has 

converted the revenue generated by my proposed residential rate design to a flat rate for 

Agua Fria and Anthem residential customers. For Agua Fria residential customers, 

EWAZ has proposed a step 1 flat rate of $71.33. Under the third step of the approved 
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deconsolidated rates, Agua Fria customers with no billed volume would pay the monthly 

minimum of $66.12. These customers would be paying more under EWAZ’s proposed 

step 1 rate of $77.33 than they currently pay today. Under my proposed step 1 rates, 

customers with no billed volume would pay $60.57. The step 1 Agua Fria residential 

rates as proposed by EWAZ would add to customer confusion rather than eliminate it. 

RESPONSE TO THE DIRECT TESTIMONY OF MR. EISERT 

QlO. 

A10. 

MR. EISERT SAYS SUN CITY RATEPAYERS WOULD “SUBSIDIZE THE 

SHORTCOMINGS AND POOR PLANNING OF OTHERS”. HOW DO YOU 

RESPOND? 

The Sun City Wastewater system is unique in that its builder did not construct nor 

operate its own stand-alone wastewater treatment plant. EWAZ is the successor in 

interest to Sun City Sewer as the purchaser of wastewater treatment services from the 

City of Tolleson Wastewater Treatment Plant under the Sewage Treatment and 

Transportation Services Agreement originally signed between the City of Tolleson and 

Sun City Sewer Co. Originally executed June 21, 1985, the agreement has undergone 

three amendments to address how these services should be repaid to the City of Tolleson. 

As of the third amendment, signed April 22, 2003, EWAZ pays four rate components: 1) 

A fixed annual user charge related to bond financing issued by Tolleson to pay for 

original plant additions made in order to receive and treat the Sun City District’s 

wastewater flows; 2) a monthly operating and maintenance charge based on EWAZ’s 

proportionate share of O&M costs based on actual flows; 3) a monthly payment for 

replacement and contingency reserves; and 4) a pro rata share of major capital 

improvements. 

The Tolleson wastewater plant has been held up as a successful model for efficient 

wastewater planning; a huge benefit to the current Sun City customers. Though current 

Sun City customers pay a proportionate contract rate for services, they fail to 

acknowledge the significant benefit received via longstanding subsidies provided during 

the lifetime of the Tolleson plant. Originally constructed in 1967, the plant was financed 
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with general obligation bonds to be repaid in part with impact fees and property taxes. 

The plant was constructed with future capacity expansion considerations by including 

certain structural elements needed for additions, such as internal piping and pump stands, 

in the original construction of the plant.' If we were to compare the Tolleson plant to an 

automobile, it would appear that Sun City customers essentially have only had to repay 

the cost of an engine upgrade, but received the chassis for free. Additionally in 2009 the 

City of Tolleson was the recipient of an $1 1.6 Million loan from the Water Infrastructure 

Finance Authority of Arizona (WIFA) to help pay for upgrades and expansions to the 

existing solids handling facilities. The loan included, in part, $2 million in automatic 

debt forgiveness as a condition of the $82 million that WIFA received from the federal 

government via the American Recovery and Reinvestment Act of 2009.2 Thus Sun City 

wastewater customers may have partially been subsidized by every taxpaying citizen of 

this country. 

Though Sun City wastewater customers may be unique in their low-cost for wastewater 

services when compared to other EWAZ systems, that does not exclude them as 

beneficiaries of various forms of subsidies; not unlike subsidies that they are currently 

rallying against, that are necessary and common when private companies construct 

capital intensive, regionally planned wastewater systems. 

RESPONSE TO THE DIRECT TESTIMONY OF MR. W.R. HANSEN 

Q l l .  WHAT IS THE BASIS OF MR. HANSEN'S DIRECT TESTIMONY? 

A1 1. Mr. Hansen advances seven concerns in his objection to the consolidation proposal 

advanced by EWAZ. Six concerns relate to the process and the seventh concern 

I The United States Congress Congressional Budget Office, Efficient Investments in Wastewater Treatment 
Plants. June 1 985. Retrieved from https://www.cbo.gov/sites/default/files/85-cbo-0 1 6.pdf. 

W A ,  KIFA Announces Federal Stimulus Funds Part of $II.dMillion Loan to the City of Tolleson. August 
14, 2009. Retrieved from 
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A13. 

addresses his concerns regarding the possible discrimination that would occw should the 

Commission support full consolidation. 

HOW DO YOU RESPOND TO MR. HANSEN’S CONCERN THAT 

CONSOLIDATION WILL NOT PROVIDE ADEQUATE TRANSPARENCY OF 

COST DRIVERS IN FUTURE RATE CASES? 

Mr. Hansen’s fourth concern is that consolidation, if accepted, will “destroy the 

fimdamental purpose & h c t i o n  of our Commissioners.” This is incorrect. 

Consolidation will not circumvent the examination of revenue requirements and proposed 

plant in service that is thoroughly vetted during a full rate case. EWAZ would likely 

have to submit itself to greater scrutiny during a full rate case of a consolidated 

wastewater system due to a likely increase in intervening parties. Consolidation would 

provide greater customer awareness as there would be no confusion over what 

wastewater system a customer belonged to. 

Cost analysis will not become “minimized” and more “evasive” as detailed account of 

plant and equipment will still be required to be maintained. Additionally, system 

planning and the rate basing of wastewater plant would be more transparent if it were 

conducted under a consolidated system versus buried in five different rate proceedings. 

This may lead to the better planning of the timeliness of when to construct or place new 

plant in service in the rate base when considering the lumpiness and rate impact of the 

capital investments. 

HOW DO YOU RESPOND TO MR. HANSEN’S POSITION THAT THE 

CONSOLIDATION PLAN IS DISCRIMINATORY? 

According to Mr. Hansen, the consolidation proposal would discriminate against Sun 

City and Sun City West wastewater customers on the basis that: 

A. Sun City and Sun City West are already fully amortized; 

B. Sun City and Sun City West are the largest, most compact systems which affords 

them economy of scale; 
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C. Sun City and Sun City West have a lower volumetric consumption compared to 

the other wastewater systems; 

Sun City and Sun City West would shoulder the entire burden of subsidizing the 

entire rate reduction; 

Sun City and Sun City West rely on social security to one degree or another and, 

presumably, are more constrained then customers in the other wastewater systems. 

D. 

E. 

Sun City and Sun City West are already fully amortized / 

Sun City and Sun City West are the largest, most compact systems which affords 

them economy of scale 

This is incorrect. EWAZ has identified additional capital needs that are needed in 

these wastewater systems. This new investment and the recent upgrades completed at the 

City of Tolleson Wastewater Treatment Plant demonstrate that these systems are in 

perpetual need of capital improvements. Capital investment in a utility system is lumpy 

by nature and will ebb and flow over the lifetime of the system. It is misleading to claim 

discrimination simply because the system is currently in the trough of the current plant 

life. Existing Sun City and Sun City West customers have both contributed to ongoing 

expenses and benefited from the contributions of past wastewater customers and previous 

subsidies. 

Sun City and Sun City West have a lower volumetric consumption compared to the 

other wastewater systems 

This is a broad assumption. In any utility there are a number of variables that 

affect the volumetric use of services. Financial ability, lawns versus xeriscape, pools, 

HOA restrictions, and a number of inhabitants are all valid variables that may affect use. 

Utilities and Commissions have acknowledged that trying to account for all of the 

differences that exist between customers through individualized tariffs would be overly 
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A14. 

burdensome. Given that usage differences exist between all customers, the use of flat 

rates or rates based on meter size aims to treat customers in an indiscriminate fashion. 

Sun City and Sun City West would shoulder the entire burden of subsidizing the 

entire rate reduction 

All of EWAZ customers would share the financial impact of future system 

improvements made to Sun City and Sun City West. All customers will both subsidize 

future customers as well as benefit from past ratepayer contributions. 

Sun City and Sun City West rely on social security to one degree or another and, 

presumably, are more constrained than customers served by the other wastewater 

systems 

This is a broad assumption. Mr. Hansen would like to presume that Sun City and 

Sun City West are somehow greater burdened by the cost of their utility services 

compared to other EWAZ wastewater customers. An average Sun City customer pays an 

annual comparative wastewater bill of approximately $2 16 while an Agua Fria customer 

is anticipated to pay approximately $1452 annually. It is probable that the wastewater 

bill of a portion of Agua Fria customers may constitute a greater portion of the 

customer’s income than a Sun City resident. Additionally, utilities provide support 

through low income assistance programs to provide additional support to struggling rate 

payers. Simply because a customer is on a fixed income does not mean price increases 

are discriminatory. 

DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY? 

Yes, it does. 
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Q* 

A. 
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A. 

AND QUALIFICATIONS: 

NAME AND ADDRESS. 

Diane Terry Smith, 13234 West Cabrillo Drive, Sun City West, Arizona 

85375. I ha e been a Corte Bella resident since 2004. 

PLEASE D SCRUBE YOUR PROFESSIONAL EXPERIENCE A N D  
EDUCATI ~ N. 

24 years with a major airline, during my tenure I 

union contract negotiations, serving on the Master Executive 

I negotiated wage and hour agreements and 

one of the industry’s first retirement plans for Flight 

the Mediation Board for the union for 7 years. My 

subsequent 

in the sales 

Arizona Stat University in the Prevention Intervention Research 

Department ~ erving as the Community Liaison for school districts in the 

ployment was with US West as a Senior Account Executive, 

d marketing division and later as an Associate Faculty at 

I 
I have a Bachelor of Arts Degree in Business Management 

ersity of Phoenix and a degree and certification in education 

State University. I h,ave pursued advanced studies seeking a 

Master Degr e in Business. I have been a licensed Realtor for 28 years in I, PURPOSE OF YOUR TESTIMONY IN THIS CASE? 

Arizona. 

WHAT IS 

The purpose my direct testimony is to provide information as it relates to 

our petitions d letters regarding our wastewater rates and the extreme 

3 
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ese rate increases have placed on the residents of our 

nts have gone to great lengths to conserve water and 

g 2 minute showers, removing plants, hiring an engineer as 

for $350.00 or more so that EPCOR could change out 

a smaller size - only to have another rate increase 

conservation actions. It is in the best interest of 

er a fbll consolidation of all districts to alleviate 

e shock” and insure that all consumers are paying 

m e  product with only incidental variations. 

ME BACKGROUND AS TO WHY YOU ARE 
BEFORE THIS COMMISSION. 

12, our community was concerned that 

stically impact wastewater charges and after the 

deconsolidation of the Agua Fria District fi-om the Anthem District, those 

fears became a reality. Wastewater rates increased and the problem began to 

I became involved as the Chairperson of our 

(“GAC”) since I realized the 

for residents. When homes were 

community, no one could anticipate such extreme rate 

For many, at the time of purchase, the rates were 

in Sun City West. The escalating rates were 

and sales in our community. Something had to be 

treatment. But GAC is a group of resident 

we researched and evaluated our options. 
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4 Q- 
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7 A. 
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9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

evious decisions or recommendations made by this 

ordered a review of consolidation options. We believed it was 

Y SITUATED NEIGHBORING COMMUNITIES 

ssues given the current crisis. 

HAT EVALUATION, WHAT DID YOU AND 

APPROPRIATE ACTION? 

e situation for our Agua Fria wastewater neighbors 

discriminatory high wastewater costs; and at the same 

the Significantly lower rates of other neighbors. 

knew that large variable rates in the cost of a product 

1 consumers was a probable violation of the Arizona 

ed to approach the ACC with our concerns and bring 

nt of the Commission. We needed and still need 

as importantly, the discriminatory rate practices 

their principals early in January of 20 14 and with 

tance in regards to the procedures and policies of 

and an appeal for wastewater rate reduction. 

e originally petitioned for deconsolidation fi-om 

the Agua Frit and asked to be consolidated into the Sun City West Water 

and Wastewaker district as we have always used the same “flume” for our 

wastewater tr nsfer to the Northwest Valley Treatment Facility 

(NWVRWR.€/. Again, our belief, based on prior meetings, was that this 

action woul could significantly reduce om wastewater bills. 
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We do not 

experienced 

want to impose on our neighbors the same “rate shock” 

by Corte Bella residents but at the same time, our community 

6 

and its resideqts 

In Decision 

discussion and 
Based on the 

are in a “cri~is’~ situation. 

74588, this Commission ordered EPCOR to provide a 

analysis of full consolidation of its wastewater districts. 

direct testimony of EPCOR, we realize that full consolidation 



1 

2 

3 111. 

4 Q* 
5 

6 

7 A. 

8 

9 

10 

11 

12 

13 Q. 
14 

15 A. 

16 

17 

18 

19 Q. 
20 

21 A. 

22 

23 

24 

I 

esign for its wastewater districts which did not, in its opinion, 

rate case. 

ALTERNA' IVES ORDERED REVIEWED BY THE COMMISSION 

DO YOU F EL A DECONSOLIDATION OF THE AGUA FFUA 
T 

WASTE WATER I DISTRICT IS A VIABLE ALTERNATIVE AND  EXPLAIN?^ 
not a viable option. The Commission directive to discuss 

is on the rate impacts of full deconsolidation of the Agua 

strict would not provide the rate parity we seek. Full 

lates some communities fiom the Agua Fria rates but, 

e parity across all users of the Northwest Valley 

ONSOLIDATION OF ANTHEM AND AGUA 
LE ALTERNATIVE AND EXPLAIN? 

the Anthem and Agua Fria Districts is not a viable 

a piecemeal solution. We require a permanent 

er procedure to regulate rates fairly and equitably for 

all consumer . 

DO YOU F EL CONSOLIDATION IS A VIABLE ALTERNATIVE 
ANDEXPL IN. 

Yes, I believ consolidation of the five waste water districts serviced by 

EPCOR is vi ble and would provide rate parity for all consumers with 

economic be efits to the company on both a short-term as well as long-term 

basis. As I have stated previously to this Commission and as noted in the 

~ 

i 
J 
I 
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September th direct testimony of Shawn Bradford of EPCOR (Page 13, 

lines 8-19) 
1 

1. Cons lidation would offer and could be a long term solution to 
elimi ate disparity in rates; 

2. Impr es Service affordability for customers ; 
3. Helps control cost of customer accounting and billing systems; 
4. Provi es ratemaking treatment similar to that for other utilities; 
5. Impro ed rate stability and elimination of rate shock; 
6. Redu f tion in the number of rate cases and associates expenses; 

i 
ion of cost allocation issues between districts in rate filings; 
ized service rates and charges across all districts; 
customer confusion with respect to differing rate schedules 
stricts which improves customer service efforts; and , 

istrative costs for the Commission 

IDATION IS TO BE ORDER BY THIS 
T DO YOU BELIEVE WILL BE THE IMPACT 

at rates which means monthly bill would be 

the five districts all have a different number 

er fiom 6-25. In addition, certain areas in 

the Agua Fri , but not all, pay a volumization fee for their wastewater. Such 

charges, imp sed on certain but not all areas, are discriminatory and not just 

and reasonable. 

As Sheryl H bbard of EPCOR has reterated in her in Direct Testimony ( 

Page 6, lines 1 1 - 15): “The Company continues to support full consolidation 

of its wastew, 1 ter districts as the best long term solution”. 

c 1 

1 
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I 

iscussing the concept of rate design (Page 8, lines 12-21), 

fies that “[rlate design is an exercise of allocating a 

nt among customers. Using the billing determinants in 

r Anthem Wastewater, Agua Fria Wastewater, Sun City 

ity West Wastewater, and the billing determinants in the 

astewater case, the Company’s proposal combines the 

unit residential customers of all the wastewater districts 

e unit residential billing “units” of all the wastewater 

ost per single unit to identifl a cost per single unit. 

idential unit was calculated to be $34.30. This unit 

applied to the multi-unit residential customers to 

with the present rate design”. 

U PROPOSE THE COMMISSION IMPLEMENT THIS 

A. Already undir consideration (or perhaps decided) is the application of 

A.R.S. Secti 1 n 40-252 which would permit the commission to open, change 

or modify a rior decision. Full consolidation could be ordered effective 

January 1,2 15 at the rate of $34.30. 

In addition, 

impact the a ility of this Commission to order a full consolidation on an 

interim basis permitting those parties requiring further analysis to undertake 

that analysis. 

In this regard ~ EPCOR has stated, in its professional opinion, that a full rate 

case is not nekessary. And I believe that there are options if the Commission 

e issue of whether a full rate case is required or not does not 

such as undertaking that task within the scope of one 
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9 Q* 
10 

11 A. 

s currently open in Arizona andor modifling the six month 

ic “crisis77 currently being experienced by certain EPCOR 

diate full consolidation at the rate of $34.30 as suggested 

vide interim relief in the short-term. With respect to 

er consumers would benefit f+om predictable, 

duced regulatory costs and ultimately more 

DOES THA CONCLUDE YOUR DIRECT TESTIMONY IN THIS I. 
PROCEED#NG? 

Yes, it does. 
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I. INTRODUCTION AND PURPOSE 

Q. PLEASE STATE YOUR NAME AND ADDRESS. 

A. Diane Terry Smith, 13234 West Cabrillo Drive, Sun City West, Arizona 

85375. I have been a Corte Bella resident since 2004. 

Q. ARE YOU THE SAME DIANE SMITH WHO PROVIDED DIRECT 
TESTIMONY? 

A. Yes. 

Q. WHAT IS THE PURPOSE OF YOUR SUR-REBUTTAL 
TESTIMONY IN THIS CASE? 

A. The purpose of my sur-rebuttal testimony is to provide factual information to 

clarify the direct testimony made by certain intervenors in these proceedings, 

particularly the prior orders of this Commission as it related to consolidation 

and to provide additional support for consolidation of the five EPCOR waste 

water districts, as recommended by EPCOR in their direct testimony dated 

September 8,2014 before this Commission. Of particular concern are the 

various proposals submitted by intervenors which must be considered in 

light of the extreme financial “crisis” currently being experienced by the 

Agua Fria consumer base. 

Q. ARE YOU STILL IN FAVOR OF FULL CONSOLIDATION IN THIS 

CASE? 

A. Yes, as stated by my colleague, Doug Edwards, full consolidation is the only 

solution. EPCOR recognizes this as an adequate and non-discriminatory 

solution which will benefit all parties. In fact, over the past years, this 
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Q. 

A. 

Commission has requested, even ordered, an analysis of this alternative by 

EPCOR and/or its predecessors in interest. But the time to act is now - the 

policy decision must be made and then implemented. 

WILL YOU EXPAND ON YOUR STATEMENT REGARDING THE 

PRIOR REQUESTS MADE BY THIS COMMISSION TO EPCOR. 

Certainly. In various sections of their testimony, Mr. Hansen and Mr. Eisert 

both allude to the fact that the consolidation argument was rejected 

previously by this Commission. That is simply not factually accurate. In 

Decision 72047 and Decision 73227, this Commission requested (and even 

ordered) a fkll cost of service study and suggested a system-wide rate filing 

by the water company so that all communities and parties could make an 

informed decision as to whether it was for or against consolidation. The 

issue was specifically left open - not rejected - for additional discussion and 

information. This was not merely discussion in the Decision but was 

included as a Finding of Fact and a Conclusion of Law. 

HOW DO YOU RECONCILE THE DECONSOLIDATION ORDER 

IN 2012 WITH THESE REQUESTS? 

Simple. The 2012 order did not address the system-wide application of 

consolidation. It was fact-specific to the request by Anthem for 

deconsolidation based on the fact that the community was not using the 

same facilities nor geographically contiguous to the rest of Agua Fria. And, 

while that decision has benefitted the Anthem consumers, it has had 

significant and critical negative impact on the Agua Fria consumers, which 

we do not believe was anticipated in 2012. But, at the same time that 
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11. 

Qa 

A. 

Q- 

A. 

deconsolidation was ordered, the Commission continued to request the cost 

of service study, keeping an open mind to the concept of consolidation as a 

policy decision. The 201 2 decision addressed a specific, isolated request; it 

is now 2014 and time for the Commission and EPCOR to make that policy 

decision which will include all consumers’ not merely isolated communities. 

In fact, in his rebuttal testimony Mr. Bradford of EPCOR (page 4-lines 1-7) 

states that the policy decision must occur now and a delay will not change 

the underlying policy rationale. 

RESPONSE TO SIMER TESTIMONY 

HAVE YOU READ THE DIRECT TESTIMONY OF KENT SIMER ON 

BEHALF OF VERRADO. 

Yes, but petitioners are merely retired consumers who must rely on the 

advice and opinions of experts in the area such as Mr. Simer and the 

representatives of EPCOR. Our primary concern is to alleviate the financial 

crisis being experienced by the Agua Fria consumers before even more 

draconian results occur. For us, this is not a political battle, a contest 

between communities as to who can obtain the most petitions. All of that is 

irrelevant. This is a matter of the provision of a necessary resource to all 

consumers in a fair and equitable manner for a fair and equitable price. The 

experts, such as Mr. Simer and EPCOR, must design the mechanism to 

achieve the result. 

DO YOU AGREE WITH THE POINTS MADE BY MR. SIMER. 

For the most part, yes. His testimony (page 10) provides a concise and 

accurate statement of the constitutional and statutory requirements, 
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A. 

111. 

Q. 

A. 

supported by secondary references and ratemaking authorities. He highlights 

the simplicity of the uniform flat rate proposal (page 12-lines 9- 17) and the 

counter-productivity of full de-consolidation (page 12-lines 22-26) but at the 

same time alludes to the re-consolidation of Anthem and Agua Fria (page 

12-lines 18-21). The latter action is nothing more than a step backward, a 

temporary fix. It is time to move forward. 

DO YOU HAVE AN OPINION AS TO THE PROPOSED RATE DESIGN 

RECOMMENDED BY MR. SIMER. 

Again, I can only respond as a consumer but after the financial crisis of 

the last two years, delay is not acceptable. EPCOR has provided a figure 

which is revenue neutral - $34.30 - a month for wastewater charges. 

That MUST be a reality NOW - not six months from now, or after a rate 

case or whenever. In January, the Agua Fria consumers will see charges 

of approximately $121.00 - 133% increase. That is not affordable - not 

by any standards. Mr. Simer, with the best intentions, introduces a 

mechanism which is not necessary given the analysis undertaken by 

EPCOR. 

OTHER CONSIDERATIONS. 

HOW DO YOU RECONCILE THE POSITION TAKEN BY RUCO AND THE 

STAFF WITH A FULL CONSOLIDATION PROPOSAL. 

I understand the position of those entities and sympathize with those 

communities which will be exposed to rate shock with consolidation. But 

the Agua Fria District is currently in the middle of a financial crisis and 
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Q. 

A. 

experiencing severe rate shock now. My question to RUCO and the staff is 

why concern for certain consumers and not all consumers. 

Perhaps the answer lies in a “true up” mechanism. I cannot speak to the 

necessity of a h l l  rate case but, if consolidation is approved (again, this is a 

policy decision and can be made with interim mechanisms for 

implementation), immediately use the $34.30 rate for all consumers except 

the Sun Cities. Provide a gradual increase for those communities with a 

“true up” for EPCOR at the conclusion of the full rate case so that it remains 

revenue neutral. The Agua Fria financial crisis is alleviated; the Sun Cities 

do not experience rate shock and, in the end, EPCOR is revenue neutral. If a 

two-step phase-in is required, it should be short term, not three-years as 

recommended by staff. 

DOES THAT CONCLUDE YOUR DIRECT TESTIMONY IN THIS 

PROCEEDING? 

Yes, it does. 
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I. INTRODUCTION AND QUALIFICATIONS: 

Q. PLEASE STATE YOUR NAME AND ADDRESS. 

A. Douglas C Edwards; 13517 W Sola Drive; Sun City West, AZ 

Q. PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND 
EDUCATION. 

A. Lincoln Technical Institute - Certificate - Advanced Electricity 

DeVry Technical Institute - Certificate - Digital Electronics, 
Microprocessor Applications 

Honeywell Automation College - Certificate - Systems Engineering 

Systems Technician, Systems Engineer - Exxon Chemical Americas, 30 
years, Retired 

Discipline: Industrial Automation 

Responsibilities Included (but not limited to): Process Control Computer 
Systems, Process Control Center and Field Instrumentation, Process Control 
Center Cabling and Wiring, Systems Integration (Corporate Business 
Systems, Online Process Analyzer Systems), Emergency Standby Systems 
(Battery Backup, Emergency Generators) 

New Jersey Licensed Electrician (License # 8800) 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE? 

A. The purpose of my testimony is to present the constitutional concerns arising 

from the apparent discriminatory practices in the provision of wastewater 

services by EPCOR, the related concern regarding the repetition of previous 

3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

11. 

Q9 

A. 

Q. 

A. 

“closet negotiations” which is now known to all parties and provide support 

for the full consolidation of the five EPCOR Wastewater Districts, as 

recommended by EPCOR in their direct testimony dated September 8,2014 

before this Commission. 

BACKGROUND 

PLEASE PROVIDE SOME BACKGROUND AS TO WHY YOU ARE 
APPEARING BEFORE THIS COMMISSION. 

The community of Corte Bella formed a Government Affairs Committee 

(GAC) in order to review issues and recommend options to the community’s 

governing board to reduce our discriminatory and elevated water rates. The 

board requested that the committee be proactive in its approach and not 

merely provide recommendations so a water team met with the Residential 

Utility Consumer Office (RUCO) to request their assistance and suggestions 

on how best to proceed. 

AND BASED ON THAT EVALUATION, WHAT DID YOU AND 
YOUR SIMILARLY SITUATED NEIGHBORING COMMUNITIES 
DECIDE WAS APPROPRIATE ACTION? 

We recognized that the situation for our Agua Fria wastewater neighbors 

was almost identical - discriminatory high wastewater costs; and at the same 

time we were aware of the significantly lower rates of other neighbors. 

Even as a lay person, I knew that large variable rates in the cost of a product 

provided equally to all consumers was a probable violation of the Arizona 

constitution so we needed to approach the ACC with our concerns and bring 

these issues to the forefront of the Commission. We needed and still need 
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immediate relief and just as importantly, the discriminatory rate practices 

and policies must cease. 

RUCO recommended that petitions be filed with the Arizona Corporation 

Commission (ACC) to inform them of our wastewater plight and concerns. 

That process was undertaken and based on initial meetings and our belief at 

that time that there was no system-wide option, the GAC petitioned to 

deconsolidate the Northeast Agua Fria WatedWastewater District from the 

Agua Fria WatedWastewater District, and consolidate us with the Sun City 

West WaterIWastewater District. 

As a result of our many petitions, the Administrative Law Judge ordered 

EPCOR to submit an analysis of three alternatives which might, in whole or 

part, alleviate rate concerns and discriminatory treatment of groups of 

consumers: (i) full deconsolidation of all five wastewater districts; (ii) re- 

consolidation of the Anthem Wastewater District with the Agua Fria 

Wastewater District; and (iii) full consolidation of all five EPCOR 

wastewater districts. 

In their direct testimony in this proceeding, EPCOR provided the analysis 

and recommended full consolidation of all five of their wastewater districts 

as the best interim and permanent solution. After review of the historical 

pleadings and given EPCOR’s direct testimony, the GAC realized that a 

system-wide option - full consolidation - is not only viable but also 

realistically attainable. Such an option is in the best interests of all 

consumers in Arizona as well as EPCOR. 
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111. 

Q* 

A. 

Q. 

A. 

__ 

THE COMPLEXITIES RAISED BY THE SUN CITIES 
REGARDING CONSOLIDATION OPTIONS 

DO YOU BELIEVE THAT THERE IS OPPOSITION TO FULL 
CONSOLIDATION? 

It is quite clear fiom media presentations that the Sun Cities are opposed to 

consolidation. And while full consolidation ultimately is just and 

reasonable, the path to implementation may involve other considerations. 

For example, since Corte Bella started the petition process, the GAC has 

noted, and charged me with monitoring several concerns raised by our 

residents and others: based on media representations, that RUCO’ s 

involvement and support for the Sun Cities (Sun City and Sun City West) 

impedes a fair representation of all consumers. This perceived bias has been 

that there is favorable and discriminatory treatment by RUCO for the benefit 

of the Sun Cities to the detriment of the communities in the Agua Fria 

District and Anthem. 

CAN YOU EXPLAIN THE BASIS OF YOUR CONCERNS? 

When the GAC was formed, we contacted Cross River and Dos Rios 

community representatives. Corte Bella’s GAC and Cross River 

representatives were each designated certain tasks in the petition process. 

The first thing the GAC did, along with the representatives from Cross 

River, was to call RUCO and set a meeting to discuss our rates, and ask their 

help in determining the best way to approach the ACC. Although RUCO 

recommended we submit a petition to the ACC, the administrative process 

was complex and unclear and the GAC could not proceed. With the 
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assistance of third parties who clarified and corrected the process described 

to us by RUCO, GAC was able to complete the filing of the petitions. 

On behalf of all of the petitioners, Cross River was tasked with asking 

RUCO to meet with the residents in our various communities - specifically 

Cross River, Corte Bella and Dos Rios. Our residents have discrimination 

concerns and RUCO is charged with assisting communities or residents 

raising such claims. No such meeting with RUCO ever materialized. 

RUCO did, however, have a presentation at the Sun City Sundial 

Auditorium on September 1 7th, which I attended where they stated they were 

opposed to full consolidation without a full rate case. While arguably that 

meeting was to discuss issues in the current rate case involving Sun City, it 

was common knowledge that the consolidation issue would be raised. We 

understand the concerns being raised by Sun City but that does not mean that 

the concerns of other communities can be ignored. 

In addition, information repeated in the media and during presentations 

appears to be selective, even inaccurate. The “shock” impact of using 89% 

is rampant in the media but what of the rate shock being experienced by the 

other communities. 

When asked by a resident if the full consolidation proposal by EPCOR was 

just a flat rate, or if there was a variable rate included, Director Quinn stated 

that the “flat rate may also include a possible variable rate”. EPCOR has 

repeatedly testified that it would be a flat rate only. 

RUCO emphasized that full consolidation would result in an 89% rate 

increase to Sun City, but failed to state that it was a $16.19 increase over 
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their existing $18.1 1 rate. They also failed to include the pending proposed 

rate increase of $3.82. When taken into consideration this would effectively 

reduce the rate increase to 68%. 

The only reference to Sun City’s needed infrastructure improvements was 

included in a statement as to how it related to the proposed SIB in the 

pending Sun City rate case. No mention of the economic impact on Sun 

City if they remained stand-alone; no mention of the possible benefit from a 

consolidation for everyone. There is an obvious benefit to the Sun Cities, if 

the cost of infrastructure repairs is spread over the entire consolidated 

consumer base, with a rate impact to everyone which is not as economically 

severe. 

In addition, they never addressed the fact that Sun City West’s rate would 

increase from $30.96 to the proposed $34.30 with full consolidation. That 

figure reflects a $3.34 increase or 10.79%, to be offset in the future by 

shared infi-a-structure costs. 

Our communities do not exist in isolated vacuums - we are aware of the 

concerns of our neighbors and information should be as complete as 

possible. No wants a rate increase but all communities must be aware of the 

“rate shock” experienced by some consumers - the proposed Agua Fria rate 

of $12 1.9 1 as compared to a rate for Sun City which is about 20% of that 

amount, without consolidation. Under any interpretation of our state 

constitution, this is not just and reasonable. 
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Q* 

A. 

Q* 

A. 

YOU STATED THAT RUCO’S POSITION DURING THE 
PRESENTATION WAS AGAINST CONSOLIDATION - ARE YOU 
AWARE IF THIS DEVIATES FROM A PRIOR POSITION. 

RUCO was initially supportive of full consolidation and proposed a five step 

phase in of rates pertaining to SW-01303A-09-0343. (RUCO Reply Brief, 

Docketed 8/6/20 10) RUCO then testified its opposition to rate consolidation, 

filing a “Notice of Filing Withdrawal of Phase-In Proposal” (Docketed 

10/1/2010) wherein they stated that fully consolidated rates - “would not 

actually result in a rate design more beneficial to Anthem ratepayers than 

RUCO’s stand-alone rate design”. Again, a position taken to benefit one, 

not considering the impact on others. Yesterday’s focus was Anthem; 

today’s is the Sun Cities. We contend that it is time to focus - as EPCOR 

did in its full consolidation recommendation - on all consumers, all 

communities. 

YOU MENTIONED THAT YOU ATTENDED THE PRESENTATION 
HELD BY RUCO ON SEPTEMBER 17,2014 IN SUN CITY. CAN 
YOU BRIEFLY SUMMARIZE THAT PRESENTATION? 

There is not much to summarize. The presentation appeared biased toward 

Sun City and RUCO’s opposition to full consolidation without a full rate 

case despite EPCOR’s direct testimony on September 8,2014 by Sheryl 

Hubbard that full consolidation would be revenue neutral and a rate case 

would not be needed. It is unclear how a presentation defending a position 

against full consolidation reflects representation of the best interests of all 

consumers. In fact, Director Quinn vehemently encouraged the Sun City 

residents to let the ACC “know your position through emails, calls or 

voicemails, letters and petitions”. 
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Q* 

A. 

IV. 

Q. 

A. 

ARE YOU IN CONTACT WITH REPRESENTATIVES OF THE 
OTHER COMMUNITIES? 

We have reached out to Sun City and Sun City West to no avail. The 

communities of Anthem, Corte Bella, Cross River and Dos Rios have met 

several times and a joint letter is in process setting forth our consensus 

which will be filed on the edocket. 

ADDITIONAL OPTIONS AND CONSIDERATIONS. 

ARE YOU ADVOCATING FOR FULL CONSOLIDATION OF THE 
FIVE WASTE WATER DISTRICTS BEING SERVICED BY EPCOR? 

The petitioners and the communities represented by those petitioners are 

advocating for full consolidation of the five waste water districts serviced by 

EPCOR, to be effective as of January 1,2015, at the rate of $34.30 for 

residential consumers as explained by EPCOR in their direct testimony in 

these proceedings. 

The full consolidation option is in full accord with the principals of equity 

requiring just and reasonable charges and non-discriminatory treatment 

required by Article 15, Section 12 of the Arizona Constitution. But having 

experienced “rate shock” for the past year, the petitioners also acknowledge 

that the implementation of full consolidation may necessitate a limited 

interim approach to accomplish full consolidation with the least amount of 

negative impact on the consumers. This requires balancing the current “rate 

shock” being experienced by Agua Fria consumers with the possibility of 

“rate shock” for the Sun Cities consumers. 
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Q* 

A. 

There are options and as petitioners we welcome the opportunity to enter 

into discussions with the various parties to facilitate a resolution which is 

equitable, just and reasonable. But petitioners advocate for a date certain 

commencements date - January 1,20 15 - and a date certain to fully 

implement the consolidation - January 1,20 16. 

For example, one option is a limited phase-in approach which would 

mitigate the current Aqua Fria “rate shock” but not impose a similar “shock” 

on the Sun Cities. It would be a gradual phase-in using a flat rate - the rates 

of those communities paying a disproportionately high rate would go down, 

perhaps in two six month intervals, and the rates of communities with 

disproportionately lower rates would go up over that same period of time. At 

the end of phase-in period, January 1,20 16, all consumers are paying the 

same $34.30 rate. It can be designed to be revenue-neutral and would apply 

equally to all consumers. No discrimination issues -just and reasonable. 

While staged consolidations may ultimately achieve the same result - such 

as consolidating all users of the Northwest Treatment Plant - it is a piece- 

meal approach which provides interim relief for consumers but does not 

address the larger picture which is that just and reasonable rates require a 

fully consolidated system. 

AN EFFECTIVE DATE OF JANUARY 1,2015 DOES NOT TAKE 
INTO CONSIDERATION THE TIMING FOR A FULL RATE CASE 
AS HISTORICALLY ADVOCATED BY RUCO. HOW CAN THIS 
ISSUE BE RESOLVED? 

To begin with EPCOR itself does not believe, under its rate design structure, 

that a full rate case is necessary. Petitioners are not watedwastewater 
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specialists and must defer to the experts in such determinations. And, 

petitioners also acknowledge RUCO’s historical position. However, as 

RUCO itself has stated, in a crisis situation, interim rate adjustments can be 

implemented. Petitioners have lived with this “crisis” on a daily basis; but 

this testimony is neither the time nor place to go into details. This 

Commission has heard it all previously but suffices it to say, these issues 

have reached a crisis level which justifies an interim rate adjustment. The 

question of a full rate case does not impact that decision leading to full 

consolidation on a date certain. 

Actually, however, there are 2 possible options to address a rate case 

concern - the first is the ability of this Commission to revise its 

administrative policies and permit EPCOR to open a new rate case prior to 

the expiration of the six month waiting period. That determination is in the 

hands of the Commission. Second, there are two rate cases currently in 

process - either could be utilized or expanded to encompass a full rate case, 

should the Commission determine its necessity. 

Q. DOES THAT CONCLUDE YOUR DIRECT TESTIMONY IN THIS 
PROCEEDING? 

A. Yes, it does. 
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I. 

Q* 

A. 

Q. 

A. 

Q. 

A. 

Q* 

A. 

INTRODUCTION AND PURPOSE: 

PLEASE STATE YOUR NAME AND ADDRESS. 

Douglas C Edwards; 13517 W Sola Drive; Sun City West, AZ 

ARE YOU THE SAME DOUGLAS EDWARDS WHO PROVIDED 
DIRECT TESTIMONY. 

Yes. 

WHAT IS THE PURPOSE OF YO'UR SUR-REBUTTAL 
TESTIMONY IN THIS CASE? 

The purpose of my sur-rebutal testimony is to factually clarify issues raised 

in the direct testimony of certain intervenors in this docket, particularly 

those issues related to the impact of consolidation on the Sun Cities, alleged 

and otherwise, and to provide support for the full consolidation of the five 

EPCOR Wastewater Districts, as recommended by EPCOR in their direct 

testimony dated September 8,20 14 before this Commission. 

ARE YOU STILL IN FAVOR OF FULL CONSOLIDATION IN THIS 

CASE? 

Yes, historically and especially now, full consolidation is the answer, both 

short and long term, to the rate shock currently being experienced by the 

Agua Fria consumers. Everyone but the Sun Cities recognizes the synergies 

for all parties of immediate consolidation. While we regret the reality that 

some consumers will experience a rate increase, those same consumers 

cannot continue to live in a factual vacuum. The Sun Cities are part of the 
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Northwest Valley and no longer isolated communities. It is currently 

irrelevant why or how those communities have had the benefit of 

discriminatorily low wastewater and water rates for the past 20 years. The 

factual and economic reality is that the valley has thousands of consumers 

using EPCOR services -they must be treated the same - if more live in one 

community, so be it. The mere size of a community should not dictate, 

politically or otherwise, the requirement that smaller communities retain 

discriminatory high rates. It is also a business reality that EPCOR is a for- 

profit business - it will seek to grow and improve profits. It is an undeniable 

factual reality that the Sun Cities will face infra-structure improvements - 

not just a one-time charge but continuing over time as the extent of the 

required repairs and improvements becomes known. 

WHY DID THE PETITIONERS NOT REQUEST FULL 

CONSOLIDATION IN THE ORIGINAL PETITIONS? 

Parties have questioned why the petitioners support full consolidation having 

not requested that remedy in their original filings. Those parties forget that . 
Petitioners are not water experts, we are not in the business of providing 

water services, and we have no water experts working on our behalf or 

agencies advocating our position. Basically, petitioners are retired 

individuals and other consumers drowning in water bills. We did what we 

could to bring these issues to the forefkont for resolution. The original 

petitions filed in this case reflected the understanding of the petitioners, 

based on various meetings with RUCO and discussions with members of 

this Commission and the Staff, that the way to address the discriminatory 

and economically unviable wastewater rates would be to petition the 

Commission for relief. Based on the statements of this Commission in 2012, 

4 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

and the fear that EPCOR would not be in a favor of a h l l  consolidation 

based on their refusal to provide a full cost of service study and/or file for a 

full rate case despite repeated requests, and an order, by this Commission to 

do so, petitioners opened the door for discussion by requesting the same 

treatment as Anthem. This was a position which we knew would be 

considered and would also address, at least in the short-term, the current rate 

shock. But deconsolidation is at best short-term and results in more negative 

issues than positive results, as evidenced by the current economic crisis 

being experienced by the Agua Fria consumers. 

RESPONSE TO HANSEN DIRECT TESTIMONY 

HAVE YOU READ THE DIRECT TESTIMONY OF W.R. HANSEN 
OF SUN CITY WEST? 

Yes, I have and petitioners are disappointed that a representative of a 

respected neighboring community continues to shade facts for the benefit of 

Sun City West. With all due respect, these proceedings should not be 

adversarial but reflect cooperation among all communities and entities to 

address a significant and crucial issue. 

Mi. Hansen spends almost an entire page (page 2 - lines 1-23) addressing 

the Corte Bella petitions. We have no control over the post office and, as 

required, submitted our legal mailing address. It causes no confusion and 

has not caused confusion. Corte Bella and the Golf Course have been in 

these proceedings for years - everyone knows the physical situation that this 

comrnunity is not part of the Sun City West properties. But it is irrelevant - 

a resident, wherever located, signs a petition based on hisher belief. The 
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Commission will address the issues from the perspective of all consumers 

not merely those in Sun City West. 

I will not address Mr. Hansen’s high rate assumptions - basically, it goes 

against the constitutional premise that all are treated equally. But, I do need 
I to clarify certain factual assumptions. Mi-. Hansen (page 3-lines 20-28) 

provides factual assumptions to support the low rates in Sun City West. A 

simple trip to the Del Webb Archives might have clarified his assumptions. 

While not all of the facts are contained in the archives, what is clear is that 

Del Webb, not the community of Sun City West, transferred (whether sold 

or donated) lands in 1959 and again in the late ‘70’s. There are no recorded 

documents regarding transfer of water rights just a Maricopa county permit 

in 1978. BUT, all of this is irrelevant 30-50 years later. No one wants to 

recoup monies from the Sun Cities - it is just time for everyone to join 

together and economically fund the wastewater facilities and improvements. 

We are not in a single point of time, new developments are growing, more 

users will be added, improvements will be needed not just once, but likely 

continuing as the aging infia-structures requires replacement. Petitioners are 

willing to participate in sharing costs - why not the Sun Cities? 

Q. DO YOU BELIEVE THAT CONSOLIDATION IS 
DISCRIMINATORY TO SUN CITY WEST? 

A. Absolutely not. Again Mi. Hansen (page 6-lines 18-28, page 7-lines 1-28 

and page 8-lines 1-6) provides unsupported “facts” resulting in a volatile 

argument but in a factual vacuum. 

No expert is identified to testify as to how or when the Sun Cities amortized 

their original investment. No accommodation is made for continuing capital 
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improvements. Younger developments likely paid for their original 

investments in the construction costs. But, again, what is the relevance if 

everyone is treated the same. What is a proven fact is that the Agua Fria 

District pays for 28% of the northwest Valley Regional Treatment Plant 

(post 201 1 capacity cost allocation) but utilizes only 18% (actual 2013 use 

of capacity) of that facility. (See Appendix B to Verradohimer Testimony). 

The economy of scale discrimination argument is equally factually 

unsupported. There is no evidence of discrimination if all of the company’s 

wastewater customers, regardless of the size of the community, are treated in 

an equal manner. Outlets are irrelevant. 

The volumetric consumption argument is also factually unsupported. While 

children are alluded to in his statement, Mi. Hansen ignores pools, fountains, 

golf courses, water features and the athletic activities of residents. All of 

these water-related aspects are equally present in the Sun Cities. And 

perhaps, if we are going to assume facts, there might not be children but 

there are caretakers in older communities. Speculation can continue forever 

and provide no accurate information. 

The discrimination in subsidy argument is equally specious. Consolidation 

will result in lower rates for some and higher for others. It is a leveling of 

the playing field, not discriminatory, but equalizing the prior discriminatory 

rates. Mi. Hansen plays to the 89% increase but it is a misrepresentation and 

neglects to mention the economic reality. Some facts, 89% equals a 16 

dollar increase but EPCOR stated in Sun City in November 20 13 that the 

pending rate case for Sun City would result in a 3 to 4 dollar increase in their 

wastewater rates (as well as a 3 to 4 dollar increase in water rates). The 
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Q- 

A. 

current rate of $1 8.1 1 would be increasing to 2 1 to 22 dollars even without f 

full consolidation. Therefore, any increase in wastewater rates as a result of 

full consolidation would realistically be $12. Not only is the number small 

but the percentage exaggerated. 

Finally, the retirement argument -has Mr. Hansen forgotten? Corte Bella is 

also retirees - same fixed income, same issues with social security and the 

budgets in this community (and the rest of the Agua Fria district) must 

accommodate waste water bills in the hundreds not $1 8.1 1. and who can 

presume that other consumers - single parents, growing families, students - 

are not also on fixed income. 

Being a retiree in the Sun Cities does not give one the right to reverse 

discrimination by keeping the rates low to the detriment of all other 

consumers. 

RESPONSE TO EISERT DIRECT TESTIMONY 

HAVE YOU READ THE DIRECT TESTIMONY OF GREG EISER 
OF SUN CITY? 

Yes, I have and I have already responded to his issue regarding the original 

petitions in my responses above. Similarly, I have addressed the factual 

issues with the use of 89% as a benchmark but must take issue with Mr. 

Eisert’s comments (page 1 - third paragraph) that Sun City is being 

penalized and made to subsidize the shortcomings and poor planning of 

others. Is he referring to this Commission because this rate shock is a direct 

result of the deconsolidation which occurred in 2012 between Anthem and 

the Agua Fria. No consumer can be taken to task for these results - not even 
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Anthem - since they were trying to accommodate their own issues with 

wastewater. 

Q. WHAT IS YOUR OPINION OF MR. EISERT’S LAST STATEMENT 
THAT THE CONSOLIDATION ISSUE WAS DECIDED IN 2012. 

A. My colleague, Diane Smith, will address this more fully but I must reiterate 

that a continuing issue with the presentations of the Sun Cities has been the 

selective utilization of facts. This statement is simply not factually accurate 

and is misleading and confusing to the average consumer. Thankhlly, the 

record speaks for itself and can clarifl erroneous assumptions and 

statements. 

IV. OTHER CONSIDERATIONS 

Q. HAVE YOU MAINTAINED CONTACT WITH REPRESENTATIVES 
OF THE OTHER COMMUNITIES? 

A. Yes, we have maintained an open dialogue with the various 

communities in the Agua Fria district. We will be evaluating whether our 

joint letter process would be appropriate given the Direct Testimony on file 

in these proceedings which speaks for itself. The shared belief by the many 

affected communities is that full consolidation is the most equitable and non- 

discriminatory long-term solution to these issues. The question is : when 

will the wastewater districts and EPCOR achieve this result? The policy 

decision is not going to change -the issues are not going to disappear. It is 

time for a decision. 
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1 Q. DOES THAT CONCLUDE YOUR DIRECT TESTIMONY IN THIS 
2 PROCEEDING? 

3 A. Yes,itdoes. 
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DOCKET NO. J%’-01303A-08-0227 ET AL. 

BY THE COMMISSION: 

I. INTRODUCTION 

On May 2, 2008, Arizona-American Water (“Arizona-American” or “Company”) filed with 

the Arizona Corporation Commission (“Commission”) an application for increases in its rates and 

charges for utility service, based on a test year ending December 3 1,2007, in its Agua Fria Water and 

Agua Fria Wastewater districts, Anthem Water and Anthem Wastewater districts, Havasu Water 

district, Mohave Water and Mohave Wastewater districts, Paradise Valley Water district, Sun City 

West Water district and Tubac Water district. 

On June 2, 2008, the Utilities Division Staff (“Staft”) of the Commission filed a Letter of 

rkfkiency stating that Arizona-American’s Msly 2,  2C08. rate application did not meet the 

sufliciency requirements as outlined in Arizona Administrdtive Code (’-A.A.C.’.) R 14-2- 103 an3 

listing the items Staff required to deem the application sufficient for processing. 

On June 20, 2008, the Company filed its Response to Deficiency Letter and the above- 

captioned revised application. The revised application does not include the Anthem Water district, 

the Anthem Wastewater district, or the Agua Fria Wastewater district. 

Intervention in this matter was granted to the Residential Utility Consumer Office (“RUCO”), 

Clearwater Kills Improvement Association (“Clearwater Hills”), the Town of Paradise Valley 

(“Town”), George E. Cocks, Patricia A. Cocks, Nicholas Wright, Raymond Goldy, Lance Ryerson, 

Patricia Elliott, Boyd Taylor, Keith Doner, Haliie McGraw, Rebecca M. Szimhardt, Wilma E. Miller, 

Joe M. Souza, Steven D. Colbum, Shanni Ramsay, Dennis Behmer, Ann Robinett, Betty Newland, 

Don Grubbs, Liz Grubbs, Mike Kleman, Jacquelyn Valentino, Louis Wilson, Ikuko Whitefcrd, 

Marshall Magruder, the Camelback Inn and Sanctuary on Camelback Mountain (collectively 

“Resorts”), Tom Sockwell, Andy Panasuk, Thomas J. h b r o s e ,  and the Property Owners and 

Residents Association (“POW’). 

On July 15, 2008, Arizona-American filed its Response to Informal Letter of Peficiencg, and 

on July 21,2901, the Company filed its Supplemental Response to Informal Letter of Deficiency. 

On July 22,2008, the Company filed a Notice of Change for Designated Service. 
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SETTLEMENT AGREEMENT 

The purpose of this Settlement Agreement (“Agreement”) is to settle issues raised by the 
Arizona Corporation Commission in Decision No. 74588 in Docket Nos. W-01303A-09-0343 
and SW-01303A-09-0343. This Agreement is entered into by the following entities (each a 
“Party”; collectively, the “Parties”): 

List of Parties 

EPCOR Water Arizona, Inc. (“EWAZ” or “Company”) 

Arizona Corporation Commission Utilities Division (“Staff ’) 

Residential Utility Consumer Office 

Verrado Community Association, Inc. 

DMB White Tank, LLC 

Anthem Community Council 

Property Owners & Residents Association (“POW’) 

Sun City Home Owners Association (“SCHOA”) 

Regina Shanney-Saborsky 

Diane Smith 

Douglas Edwards 

Frances A. Noe 

Russell Ranch Homeowners’ Association, Inc. 

Fred Botha 

Albert Gervenack 

Robert McKenzie, Jr. 

Karen D. Proctor 

Anthem Golf and Country Club 
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Terms and Conditions 

In consideration of the promises and agreements contained herein, the Parties agree that 
the following numbered sections and subsections comprise the Parties’ Agreement. 

1. 

1.1 

1.2 

1.3 

1.4 

1.5 

2. 

Recitals 

On July 30, 2014, the Commission issued Decision No. 74588, which initiated this 
proceeding (the “Case”). On November 5,  2014, the Commission re-opened Decision 
Nos. 73837, 73230, 73227, 73221, and 72047 pursuant to A.R.S. 9 40-252. The 
evidentiary hearing in this matter commenced on November 12, 201 4. On November 14, 
20 14, Staff filed a notice of settlement discussions. 

This Agreement will resolve the issues raised in the Case for the Company’s existing 
wastewater districts: Anthem Wastewater District, Agua Fria Wastewater District, Sun 
City Wastewater District, Sun City West Wastewater District, and Mohave Wastewater 
District. 

The negotiation process undertaken in this matter was open to all intervenors and 
provided all intervenors with an equal opportunity to participate along with legal counsel. 

The Parties agree and represent their belief that the terms and conditions of this 
Agreement will serve the public interest by providing a just and reasonable resolution of 
the issues presented by the Case. The adoption of this Agreement will further serve the 
public interest by allowing all parties to obtain greater certainty and avoid the expense, 
delay, and risk associated with continued protracted litigation. 

The Parties agree to ask the Commission to: (1) find that the terms and conditions of this 
Agreement are just and reasonable and in the public interest, along with any and all other 
necessary findings, and (2) approve the Agreement and order that the Agreement and the 
rates contained therein become effective on January 1, 20 15 or at the earliest practicable 
date. 

Terms of Settlement 

2.1 For ratemaking purposes and for the purposes of this Agreement, the Parties agree 
to each of the following settlement terms and conditions: 

(a) The Parties agree that the rates agreed to in this Agreement are just and 
reasonable and will result in a Company-wide revenue neutral change to the Company’s 
wastewater rate design, based on a 2008 test year for Anthem Wastewater, Agua Fria 
Wastewater, Sun City Wastewater, Sun City West Wastewater and a 2007 test year for Mohave 
Wastewater. 

(b) A flat rate with no volumetric charge will be used for all residential 
customers (except as described below). 
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(c) Until the Commission gives full consideration of the issues of 
consolidation and deconsolidation in the Company’s next wastewater rate case (as defined 
below), the rate design for these wastewater districts will be interim in nature and will be as 
follows: 

(i) The monthly bill for Agua Fria Wastewater District residential 
customers will be a flat rate of $71.16, which is a reduction of $35.05 from current rates (Phase 
2) for average usage. 

(ii) The monthly bill for Sun City Wastewater District residential 
customers will be a flat rate of $22.1 1, which is an increase of $4.00. 

(iii) The monthly bill for Sun City West Wastewater District residential 
customers will be a flat rate of $32.46, which is an increase of $1.50. 

(iv) The monthly bill for Mohave Wastewater District residential 
customers will be a flat rate of $55.55, which is a reduction of $1.00. 

(v) The monthly bill for Anthem Wastewater District residential 
customers will be a monthly minimum rate of $3 1.18 with a volumetric rate of $4.1649, which is 
a reduction of $2.10 from current rates (Phase 2) for average usage. The capped total rate will be 
$60.33. 

(d) Rates for non-residential classes of customers will remain at current 
levels. 

(e) Rates for effluent customers will remain at current levels. 

(f) All others tariffs for the Company’s wastewater districts shall remain 
unchanged. 

2.2 No final determination of consolidation or deconsolidation is made at this time. 
No party gives up their rights to take any position or make any proposals in the 2015 wastewater 
rate case (see 2.5 below). The Sun Cities remain firmly opposed to rate consolidation as a viable 
solution while some of the other Parties remain firmly in support of rate consolidation. 

2.3 The Settlement Schedules attached hereto as Exhibit A reflect a summary of the H 
Schedules for each district in this Case. 

2.4 The parties agree that these rates will remain in effect until a Commission 
Decision in the Future Rate Case (as defined below). At that time, the revenue requirements 
approved for each district in the Future Rate Case will be compared to each district’s revenue 
generated using the billing determinants in the attached H Schedules. If the revenue 
requirement approved for a district in the Future Rate Case is less than that district’s revenue 
generated by the rates authorized in this Case, the amount of the difference shall be subject to 
true-up (i.e. refund) for that district. The true-up period would be from the effective date of the 



order in this case through the effective date of the order in the Future Rate Case. However, there 
will not be any true-up if the revenue requirement in the Future Rate Case for any district is 
greater than the revenue generated by the rates authorized in this case for the same district. 

2.5 The Company will file a rate case for all five of the wastewater districts set forth 
in Section 1.2 above on or before September 30, 2015, utilizing a December 31, 2014 test year 
(the “Future Rate Case”). In the Future Rate Case, the Company will include the five individual 
districts’ revenue requirements with cost of service studies for each district to allow the parties to 
examine this information on a fully consolidated basis and on a separate wastewater system 
basis. The Company will also include a fully deconsolidated wastewater proposal by system. 

3. Commission Approval 

3.1 The Parties acknowledge and agree that the establishment of just and reasonable 
rates requires Commission approval, and that the Commission will independently consider and 
evaluate the terms of this Agreement. With respect to approval of this Agreement, the Parties 
agree as follows: 

( 4  To support and defend the Agreement by providing testimony as required 
by the Administrative Law Judge, appearing at any and all hearings, open 
meetings or other proceedings in the Case related to the Agreement, and 
taking any and all other steps reasonably necessary to obtain Commission 
adoption of the material terms of the Agreement, including, but not limited 
to, eliciting support from its constituents. Staffs participation is limited to 
providing testimony as required by the Administrative Law Judge, and 
appearing at hearings and open meetings. 

All currently-filed testimony and exhibits shall be offered into the 
Commission’s record as evidence. 

To waive all rights to appeal a Commission decision providing the 
Commission adopts the material terms of this Agreement. 

A final, non-appealable Commission order adopting the material terms of 
this Agreement shall constitute Commission approval of the Agreement 
for purposes of the Agreement. 

Consistent with any order of the Commission, but not less than fifteen 
days after the Commission issues an order in this matter, EWAZ shall file 
compliance tariffs for Staff review and approval. Such compliance tariffs, 
however, will become effective upon the effective date of the rate 
increase stated in the Commission’s Order, which the Parties agree will be 
January 1,2015, unless otherwise ordered by the Commission. 

3.2 The Parties hrther agree that in the event the Commission fails to issue an order 
adopting all material terms of this Agreement or modifies or adds material terms to this 
Agreement, any or all of the Parties may withdraw from this Agreement, and such Party or 
Parties may pursue their respective remedies at law without prejudice. For the purposes of this 
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Agreement, whether a term is material shall be left to the discretion of the Party choosing to 
withdraw from the Agreement. If a Party withdraws from the Agreement pursuant to this 
paragraph and files an application for rehearing, the other Parties shall support the application for 
rehearing by filing a document to that effect with the Commission. Staff shall not be obligated to 
file any document or take any position regarding the withdrawing Party’s application for 
re hearing. 

3.3 The Parties recognize that Staff does not have the power to bind the Commission. 
For purposes of proposing a settlement agreement, Staff acts in the same manner as any party to 
a Commission proceeding. 

3.4 The Parties agree that this Agreement will not have any binding force or effect 
until its material terms are adopted as an order of the Commission. This provision shall not 
relieve the Parties of their obligations pursuant to this Section 3 and Section 4 of the Agreement. 

4. Miscellaneous Provisions 

4.1 With respect to the Parties’ Agreement as set forth herein, the Parties further 
agree to the following general terms and conditions of their agreement to settle their disputed 
claims in the rate case: 

That each person whose signature appears below is fully authorized and 
empowered to execute this Agreement. 

That each Party understands all of the terms of this Agreement, that it has had an 
opportunity to participate in the drafting of this Agreement and fully review this 
Agreement with its counsel before signing, and that it executes this Agreement 
with full knowledge of the terms of the Agreement. 

Nothing in this Agreement shall be construed as an admission by any of the 
Parties that any of the positions taken by any Party in this proceeding is 
unreasonable or unlawful. In addition, acceptance of this Agreement by any of 
the Parties is without prejudice to any position taken by any Party in these 
proceedings. 

This case presents a unique set of circumstances and compromises to achieve 
consensus for settlement. Consequently, Parties may be accepting positions that, 
in other circumstances, they would be unwilling to accept. They are doing so 
because the Agreement, as a whole, with its various provisions for settling the 
unique issues presented by this case, is consistent with their long-term interests 
and the broad public interest. The acceptance by any Party of any specific 
element of this Agreement shall not be considered as precedent for acceptance of 
that element in any other context. Specifically, the Parties shall be free in the 
Future Rate Case to take any position or no position with regard to consolidation 
or deconsolidation. 
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The Parties shall make reasonable and good faith efforts necessary to obtain a 
Commission order approving this Agreement. The Signatories shall support and 
defend this Agreement before the Commission. 

This Agreement represents the Parties’ mutual desire to compromise and settle in 
good faith all disputed issues in the Case in a manner consistent with the public 
interest. The terms and provisions of this Agreement apply solely to and are 
binding only in the context of the circumstances and those purposes. None of the 
positions taken in this Agreement by any of the Parties may be referred to, cited, 
or relied upon as precedent in any proceeding before the Commission, any other 
regulatory agency, or any court for any purpose except in furtherance of this 
Agreement. 

All negotiations relating to this Agreement are privileged and confidential. No 
Party is bound by any position asserted in negotiations, except as expressly stated 
in this Agreement. The Parties expressly agree that evidence of conduct or 
statements made in the course of negotiating this Agreement shall not be offered 
and are not admissible before this Commission, any other regulatory agency, or 
any court. 

Each of the terms and conditions of the Agreement is in consideration and support 
of all other terms. Accordingly, the terms are not severable except upon express 
consent of the Parties. 

This Agreement may be executed in any number of counterparts and by each 
Party on separate counterparts, each of which when so executed and delivered 
shall be deemed an original and all of which taken together shall constitute one 
and the same instrument. This Agreement may also be executed electronically or 
by facsimile. 

To the extent any provision of this Agreement is inconsistent with any existing 
Commission order, rule or regulation, this Agreement shall control. 

Executed this - day of November, 2014. 
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EPCOR WATER ARIZONA, INC. 

By: 

Tt".  
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ARIZONA CORPORATION COMMISSION 
UTILITIES DIVISION STAFF 

By: 

T t n  . 
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RESIDENTIAL UTILITY CONSUMER OFFICE 

By: 
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VERRADO COMMUNITY ASSOCIATION, INC., 
an Arizona non-profit corporation 

Its: 

DMB WHITE TANK, LLC, 
an Arizona limited liability company 

By: DMB Associates, Inc., 
an Arizona corporation, its Manager 

By: 
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ANTHEM COMMUNITY COUNCIL 

By: 

Its: 
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SUN CITY HOMEOWNERS ASSOCIATION 

By: 

Its: 
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PROPERTY OWNERS & RESIDENTS 
ASSOCIATION 

Its: 
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RUSSELL RANCH HOMEOWNERS’ 
ASSOCIATION, INC. 

By: 

Its: 
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FRANCES A. NOE 

By: 

Its: 
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REGINA SHANNEY-SABORSKY 

By: 

Its: 

5138065-1 
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DOUGLAS EDWARDS 

By: 

Its: 



DIANE SMITH 

By: 

Its: 



KAREN D. PROCTOR 

By: 



FRED BOTHA 

By: 

Its: 



ALBERTGERVENACK 

By: 

Its: 



ROBERT MCKENZIE, JR. 

By: 



ANTHEM GOLF AND COUNTRY CLUB 

By: 

Its: 



> 
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1 EXECUTIVE SUMMARY 

2 On July 8, 2014, the Arizona Corporation Commission Staff (“Staff”) issued a 
memorandum to the Arizona Corporation Commission (“Commission” or “ACC”) discussing 

3 the numerous customer complaints and petitions that had been received by the 
Commission concerning EPCOR Water Arizona, Inc. (“EPCOR, “EWAZ”, or “Company”) 

4 Agua Fria District rates for water and wastewater services. On February 25, 2014, the 
Commission had received over 100 letters from ratepayers in the communities of 

5 Coldwater Ranch, Cross River, and Dos Rios asking the Commission to investigate their 
rates for both water and wastewater services. On March 7, 2014, the Commission 

6 received a letter that also included 2,320 signatures from Corte Bella Subdivision and Sun 
City West residents requesting an investigation and review of their water and wastewater 

7 rates. Finally, the third letter was received on April 9, 2014, that included approximately 
1,100 signatures from the communities of Corte Bella, Cross River, Dos Rios and 

8 Coldwater Ranch requesting de-consolidation from the Agua Fria District and consolidate 
with the Sun City Water and Wastewater Districts. The purpose of Staffs memorandum 

g was to provide an overview of the customer complaints and petitions as they relate to prior 
Commission decisions and to make recommendations to the Commission as to the 

10 process that could be used to address the issues raised by the customers of EPCOR. 

11 Also attached to the Staff memorandum was a proposed order recommending that the 
Commission adopt in its ordering paragraphs all of Staffs recommendations and setting a 

12 procedural conference to address the processing of the matters discussed in Staffs 
memorandum . 

13 
On July I O ,  2014, EPCOR responded to Staffs memorandum and requested that the 

14 Commission adopt the order proposed by Staff and approve an accounting order to record 
for accounting purposes the expenses related to this proceeding. 

15 
On July 30, 2014, Decision No. 74588 was issued requiring EPCOR to file by August 8, 

16 201 4, its response to address the issues as discussed in Staffs memorandum. EPCOR’s 
response was to include: 

17 

18 

19 

20 

21 

22 

23 

24 

a. 

b. 

Response to the customer complaints and requests for relief. 

Response to Staffs opinion that the Commission’s examination of these 
matters should commence with rate design matters related to wastewater 
rates. 

Discussion and analysis demonstrating the rate impacts of full consolidation 
of all districts, including a potential timeline for consolidation and whether 
phase in is warranted. Discussion and analysis should address when the 
circumstances in one district necessitate a substantive investment for new 
plant and/or infrastructure improvements, for only that district. This 
discussion should also address whether a rate case(s) would be warranted 
for consolidation of all districts. 

c. 

ii 
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d. 

e. 

f. 

g. 

h. 

Decision 

Discussion and analysis as to whether consolidation is warranted, when 
there is no nexus between districts that do not share contiguous service 
territorial borders whether conditions, urban or rural locations, farming 
factors and/or water supply needs. 

Discussion and analysis demonstrating the rate impacts of full 
deconsolidation of all districts and systems, including a potential timeline for 
deconsolidation and whether phase in is warranted. This discussion should 
address whether a rate case(s) would be warranted for deconsolidation. 

Discussion and analysis demonstrating the rate impacts of reversing the 
deconsolidation of Anthem from Agua Fria District, including a potential 
timeline for reversal and whether phase in is warranted. Discussion and 
analysis should include any and all implications to the settlement agreement 
In Docket Nos. W-01303A-09-0343 and SW-01301A-09-0343. 

Discussion of any EPCOR identified potential alternative options and the 
options’ rate impacts of affected customers. 

Any recent calculation by EPCOR, which have previously identified 
potential alternative options, must be updated and must also add any new 
calculation if the next rate case moves forward as scheduled. 

No. 74588 required that on or before August 8, 2014, EPCOR shall file a 
response and present testimony to the Complaints addressing the issues as set forth in a. 
through h. above. It was also ordered that EPCOR is authorized to defer and record in its 
regulatory accounting records the expenses incurred related to this proceeding and the 
customer complaints described above for consideration in a future rate case. 

On August 8, 2014, EPCOR filed its response and discussed the issues as required by 
Decision No. 74588. The Company came to the conclusion that full consolidation of its 
wastewater districts is the best long-term solution to address the concerns raised by its 
customers. EPCOR believes that full consolidation is the most equitable approach in the 
long term for establishing rates to recover reasonable expenses and capital expenditures 
and will reduce regulatory expenses and increase efficiencies. EPCOR in its response 
also came to the conclusion that this proceeding can move forward under A.R.S. §40-252 
as it is revenue neutral and a full rate case is not required. 

By a Procedural Order dated August 18, 2014, EPCOR was directed to file testimony on 
September 8, 2014, that intervenor direct testimony is due by October 6, 2014, and a 
hearing was set for November 12,2014. 
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INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, position, employer and address. 

My name is Robert Mease and I’m Chief of Accounting and Rates for the Residential 

Utility Consumers Office. (“RUCO”) My business address is 11 10 W. Washington 

Street, Suite 220, Phoenix, AZ. 

Please state your educational background and qualifications in the utility 

reg u I a t i on fie Id. 

Attachment 1, which is attached to this testimony, describes my educational 

background, work experience and regulatory matters in which I have participated. In 

summary, I joined RUCO in October of 201 1. I graduated from Morris Harvey College in 

Charleston, WV and attended Kanawha Valley School of Graduate Studies. I am a 

Certified Public Accountant and currently licensed in the state of West Virginia. My 

years of work experience include serving as Vice President and Controller of Energy 

West, Inc. a public utility and Energy Company located in Great Falls, Montana. While 

with Energy West I had responsibility for all utility filings and participated in several rate 

case filings on behalf of the utility. As Energy West was a publicly traded company 

listed on the NASDAQ Exchange I also had responsibility for all filings with the 

Securities and Exchange Commission. 

Please state the purpose of your testimony. 

The purpose of my testimony is to present RUCO’s recommendations related to 

EPCOR’s testimony filed on September 8, 2014, requesting to consolidate five 

wastewater districts into one consolidated system with a single unified rate. 
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WASTEWATER DISTRICTS INCLUDED IN CONSOLIDATION PROPOSAL 

Q. Can you briefly describe the wastewater districts that EPCOR is proposing to 

consolidate? 

The districts included in EPCORs proposed consolidation plan include the Agua 4. 

Fria Wastewater District, Anthem Wastewater District, Sun City Wastewater 

District, Sun City West Wastewater District and Mohave Wastewater District. 

Following is a brief description of each district. 

Agua Fria Wastewater District -- The Agua Fria Wastewater District includes the 

communities of Corte Bella, Cross River, Rancho Silverado, Rio Sierra, Dos Rios 

and Rancho Cabrillo. These districts are referred to as the Northeast Region while 

the communities of Russell Ranch and Verrado are considered the southern 

portion of the Agua Fria District. As of July 31, 2014 there were 6,380 customers in 

the Agua Fria Wastewater District. 

Anthem Wastewater District - The Anthem Wastewater District provides 

wastewater service to the community of Anthem consisting of approximately 8,711 

customers . 

Sun City Wastewater District - The Sun City Wastewater District is located in 

the northwest portion of Phoenix and provides wastewater service to Sun City, 

Youngstown and portions of Surprise and Peoria. There are approximately 22,149 

customers in the Sun City District. 

Sun City West Wastewater District - The Sun City West Wastewater District is 

located in the northwest Phoenix area and provides wastewater services for the 

community of Sun City West. There are approximately 14,893 customers in the 

Sun City West District. 
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Mohave Wastewater District - The Mohave Wastewater District provides 

wastewater services to a distinct service area of Mohave Valley and the Arizona 

Gateway development. There are approximately 1,500 customers in the Mohave 

Wastewater District. 

!PCORS CONSOLIDATION PROPOSAL 

2. 

4. 

3. 

4. 

Does EPCOR support full consolidation of its five existing wastewater 

districts? 

Yes. As stated by the Company, EWAZ continues to support full consolidation of 

its wastewater districts as the best long-term solution to address the concerns 

raised by its customers, but more importantly as the most equitable approach in 

the long term for establishing reasonable rates to recover the reasonable expenses 

and capital expenditures that will ultimately impact every district at some point in 

the future. In the long term, all wastewater customers will benefit from 

predictable, uniform rate structures, reduced regulatory expenses and increased 

efficiencies.” (Page 1 1 Shawn Bradford’s testimony) 

Can you please identify the test year ending in each of the wastewater 

districts most recent rate case orders? 

Yes. For the Agua Fria, Anthem, Sun City and Sun City West Wastewater Districts 

the most recent test year was the period ending December 31, 2008, while the 

Mohave Wastewater District had a test year ending December 31 2007. (EWAZ 

has a rate case application pending for its Mohave Wastewater District under 

Docket No. SW-01303A-14-0010 with a test year ending June 30, 2013). 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Do you consider 2008 and 2007 “stale test years?” 

Yes. Regardless of how you look at or analyze an increase or decrease in rates 

you have to rely on information that is current. The total revenue requirements of 

all the districts will change based on the changes in one or all of the components 

that are used in determining revenue requirements. 

Has EPCOR identified the primary benefits of full consolidation in its direct 

test i m on y ? 

Yes. Mr. Bradford in his testimony briefly discusses the benefits of full 

consolidation. (See pg 13 of Mr. Bradford’s testimony). Several of the benefits 

identified in his testimony specifically discuss benefits that have a financial impact 

on the Company and appear to be expense reduction benefits. 

Can you identify what Mr. Bradford identifies as expense reduction 

probabilities? 

Yes. Mr. Bradford states in his testimony that consolidation provides many 

benefits to customers including the following specific financial benefits: (1 ) Improves 

service affordability for customers; (2) Helps control cost of customer 

accounting and billing systems; (3) Reduction in number of rate cases and 

associated expenses; (4) Improves customer service efforts. There are other 

benefits identified by Mr. Bradford but the four mentioned all could have a financial 

impact on the Company and ultimately on its ratepayers. 
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Is it the Company’s position that the proposed consolidation can proceed 

under A.R.S. §40-252? 

Yes. As Ms. Hubbard explains on Pages 5 and 6 of her testimony “As a revenue- 

neutral examination of rate design for its wastewater districts, the Company 

continues to believe that a rate case is not required and that under the 

Commission’s current orders, a rate case could not proceed at this time.” 

Has the Commission approved the opening of the previous decision(s) under 

A.R.S. §40-252? 

No. 

cases under the statue. 

The Commission has not approved the opening of any of the previous 

What is Ms. Hubbard referring to when stating that under the Commission’s 

current orders, a rate case could not proceed at this time? 

In Decision No. 72047, dated January 6, 2011, the Commission approved a rate 

increase for the AnthemIAgua Fria Wastewater District. As part of that decision, 

which resulted in part from a settlement agreement, the Commission left open the 

docket to consider de-consolidation of the Anthem/Agua Fria Wastewater District. 

Following an extensive hearing the Commission issued Decision No. 73227, dated 

June 5, 201 2, which ordered de-consolidation of the AnthemlAgua Fria wastewater 

district into two separate districts. New rates based on the de-consolidation were 

ordered to be phased-in over three years, with the final phase occurring in January 

2015. As such, EWAZ’s next rate case for these districts could not occur until after 

June 30, 2015, which would be the earliest test year end date. The Company 

5 



I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

I 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

)ired Testimony of Robert B. Mease 
vizona-American Water Company, (Now EPCOR Water Arizona, Inc.) 
locket No. SW-01303A-09-0343 

believes that there is a requirement to wait until six months after the 

commencement of new rates and is a standard requirement that has been imposed 

by Commission Staff to improve the accuracy of reflecting the rate change in test 

year revenues. 

2. 

4. 

9. 

4. 

Do you agree with the Company’s position that a rate case is not required in 

the current proposal to consolidate the five wastewater districts? 

No. I believe that a rate case is absolutely necessary in this case. Even though 

the Company believes that a rate case is not necessary due to being revenue 

neutral, the proposed rate change(s) will affect the individual ratepayers in the five 

districts included in the consolidation proposal. EPCORs current proposal reduces 

residential ratepayer’s monthly rates in the Anthem, Agua Fria and Mohave 

Wastewater Districts while the proposed consolidated rate will increase the 

current rates in the S u n  City and Sun City West Wastewater Districts. At a 

minimum, the Commission must determine the current fair value of the property 

devoted to the public service before it can increase rates. Fair value means the 

value of properties at the time of inquiry. 

Mr. Mease, didn’t Decision No. 73227 require the Company to file cost of 

service studies at the time of submitting a consolidation proposal? 

Yes. Decision No. 73227 stated the following: “In order to address the issue of 

deconsolidationkonsolidation in the most expeditious and fair manner possible, we 

will require the Company to make the system-wide rate filing as ordered by 

Decision No. 72047 that includes all of the affected districts, including Sun City 
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Wastewater District, as soon as possible, so that all affected parties will receive 

notice of, and will have a full opportunity to address, all the issues affecting the 

Company’s revenue requirement, and can make proposals either for or against 

consolidation or deconsolidation for Commission consideration. The required 

system-wide rate filing should include full cost of service studies and other 

information supporting consolidation sufficient for all parties to make their own 

reasoned proposals either for or against consolidation or deconsolidation, 

consist en t with sou nd rat em a ki ng p ri n ci p les , ” 

3. 

4. 

3. 

4. 

So what you’re saying Mr. Mease, is that the Company has not complied with 

Decision No. 73227? 

Yes. The Company has not complied with the Commissions previous decision. 

Do you believe that the elements that are taken into consideration when 

determining the revenue requirements in these five districts have changed 

since the test years used to determine the current rates? 

Without question all of the primary elements used to determine revenue 

requirements have changed. The total number of ratepayers since year 2008 has 

increased by approximately 2,500; total wastewater system revenues have 

increased by approximately $7,000,000; each of the districts Utility Plant in 

Service (‘(UPIS’’) has increased substantially; each of the districts expenses, 

including income, payroll and property taxes, have changed since the current rates 

were established; and finally, EPCOR’s capital structure is not the same as that of 

7 



I 

2 

3 

4 

5 

6 

RATE 

Q. 

Direct Testimony of Robert B. Mease 
Arizona-American Water Company, (Now EPCOR Water Arizona, Inc.) 
Docket No. SW-01303A-09-0343 

American-Arizona Water and the weighted average cost of capital will change as 

will the resultant 

DESIGN 

ove ra I I rate of return. 

Has the Company proposed a consolidated waste1 

districts included in this filing? 

rater rate for the fi1 e 

Yes. The company has proposed new rates based on consolidating the five 

wastewater districts. As stated previously, EPCOR is using information to develop 

a consolidated revenue requirement and determination of customer rates in four of 

the five districts based on a test year ending in December 2008. Using data that is 

six years old is contrary to good rate making principles, does not comply with the 

fair value requirements and is not in the best interest of all ratepayers. 

Can you please discuss the residential rate that the Company has calculated 

as its consolidated rate for its residential ratepayers? 

EPCOR’s proposal combines the revenue of the single unit residential customers of 

all the wastewater districts and calculates a cost per single unit. The rate per single 

residential unit was calculated to be $34.30. The single unit rate was then applied 

to multi-unit residential customers to keep the rate consistent with the present rate 

design. (See Attachment 2 for rate comparisons) 
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Q. 

4. 

Q. 

A. 

Was a calculation also made to recognize that residential customers may 

have different meter sizes? 

No. There is only one residential rate per month proposed by the Company. The 

rate of $34.30 applies to each residential unit and there is no distinction between 

size of meter and there are no volumetric charges based on water usage. In other 

words, a flat charge has been proposed for each residential ratepayer that equates 

to $34.30. This is a major departure from traditional rate design that encourages 

conservation and needs to be vetted in a full rate case. 

What has the Company proposed for the commercial ratepayers? 

It appears based on schedules filed that commercial ratepayers will pay different 

rates depending on the district. For example, in the Agua Fria and Anthem Districts 

a commercial rate of $81.59 has been proposed for all meter sizes up to usage of 

15,000 gallons. In Sun City and Sun City West the flat rate of $81.59 remains the 

same but usage has increased up to a 40,000 gallons. The Mohave Wastewater 

District has a different proposed rate schedule due to its uniqueness. 

RUCO’s ADDITIONAL CONCERNS 

Q. Has anything else come to RUCO’s attention that would warrant Lie fi ing of a 

rate case prior to consolidation of the wastewater districts included in 

this current proposal? 

Yes. On September 30, 2014, the City of Phoenix (“Phoenix”) filed to intervene in A. 

the docket for the limited purpose of challenging the jurisdiction of the Arizona 

Corporation to set a “rate applicable to Phoenix as a rate payer of EPCOR in either 
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Anthem Water or Wastewater Districts. Phoenix identifies many points to support 

its request for intervention, however, the most important of the items is number 13, 

as shown on page 6 of its filing. It states as follows: “In the current matter before 

the Commission, EPCOR is again attempting to apply a commodity rate the 

contractual price Phoenix pays for contractual water and wastewater services. 

Including Phoenix in the mix as a “ratepayer” not only prejudices Phoenix through 

EPCORs continued effort to apply regulatory rates to Phoenix, but also the 

other rate payers of EPCOR whose rates are based on a flawed consideration of 

rate base that does not comply with prior Commission decisions or Commission 

administrative rules.” 

to 

Q. 

A. 

Q. 

A. 

Does RUCO have additional information that supports the City of Phoenix’s 

testimony ? 

Yes. A copy of the Internal Audit performed by the City is included as Attachment 4. 

The Contract Audit, dated June 30, 2014, was conducted by the City Auditor’s 

Department and indicates that the City has been overcharged by as much as $2.8 

million. 

Based on the issue raised by the City of Phoenix is RUCO concerned that the 

revenues generated by the contract with the City of Phoenix may not have 

been accounted for correctly in the last rate case filing or in the current 

consolidation proposal? 

Yes. This is a great concern to RUCO. According to the filing Phoenix believes that 

EPCOR has failed to comply with previous decisions as well as this current filing. 

10 
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RUCO’s initial review indicates that the revenues generated from Phoenix are 

included as revenues in this current filing and the rate as shown in the schedules 

provided has increased which may be contrary the Company’s existing contract with 

Phoenix. 

3. 

4. 

Q. 

4. 

What is RUCO’s position to resolve this potential error? 

I believe that this just further strengthens our position that a full rate case is 

necessary prior to adjusting rates for consolidation. As stated, the effect of 

including Phoenix is distorting rate base that effects rates charged to all 

ratepayers. 

Are there other issues that you would like to address? 

Yes. RUCO has become aware that EPCOR entered into an agreement with Global 

Water Resources Corp. to sell certain Global Water interests within the City of 

Glendale. EPCOR will purchase agreements that allow for the provision of 

wastewater and recycled water services to a 7,000 acre area known as the Loop 

303 Corridor. Global Water will receive total proceeds of $4.1 million over a 

multi-year period, including $2.6 million that was to be realized during 2013. (See 

Attachment 3) Also, on December 17, 2013, ECPOR filed under Docket No. SW- 

01 303A-13-0446 an Application for an Extension of Certificate of Convenience and 

Necessity. The purpose of this filing was to request an authorization for the 

extension of its existing Agua Fria Wastewater District to provide sewer utility 

service in certain defined portions of Maricopa County. This filing is also related to 

I 1  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Direct Testimony of Robert 8. Mease 
Arizona-American Water Company, (Now EPCOR Water Arizona, Inc.) 
Docket No. SW-01303A-09-0343 

the Loop 303 Corridor and the Company included in its filing that they expect to 

spend $36,500,000 over the next five years in plant additions. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Has EPCOR included in this current filing requesting consolidation how this 

future expansion is going to affect current consolidation of rates? 

No. 

Has the Company addressed in its application how they will address major 

projects such as this in future expansion of existing districts? 

No. 

Has the Company addressed how they will address future potential purchases 

of existing wastewater companies? 

No. 

RUCO’s RECOMMENDATIONS 

Q. 

A. 

Can you please explain RUCO’s recommendations related to consolidating 

the five wastewater districts that the Company has proposed? 

Yes. RUCO’s recommendations are as follows: 

(1 ) RUCO’s first recommendation is that the Company file a rate case and include 

all five wastewater districts that are included in the Company’s consolidation 

proposal. RUCO believes that the revenue requirements and resultant rates that 

were approved in the prior decisions affecting the Sun City, Sun City West, Aqua 

Fria and Anthem Wastewater Districts using a test year ending December 31, 2008, 
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is not relevant today. For example, the total number of customers has increased 

substantially since the last rate case, the rate base has changed significantly since 

the prior case, all districts are under new ownership since the last case and the 

capital structure of EPCOR is not the same as the previous owner. In short, the 

details that led to determining revenue requirements in the 2008 case are old or 

“stale”, not relevant today, and to increase or decrease rates based on old data is 

not in the best interest of all residential ratepayers affected by the proposed 

change. As part of the rate case filing that RUCO is recommending, the Company 

should determine if phased in rates are warranted. 

In addition to RUCO’s belief that all elements affecting revenue requirements have 

changed, the prior Decision No. 73227 required a rate case be submitted with full 

cost of service studies prior to requesting full consolidation or deconsolidation. 

Moreover, the Mohave Wastewater District was not part of that last rate case so in 

addition to the stale test year, consolidation under this format would involve districts 

with different test years which is not only legally questionable, but pretty much 

guaranteed to lead to unfair and unreasonable rates. 

(2) RUCO’s second recommendation is to remove the Mohave Wastewater District 

from the current EPCOR rate application and include it in the rate case that RUCO 

is proposing in our first recommendation. The Mohave Wastewater District is 

currently included in EPCORs current rate application under Docket No. WS- 

01301A-14-0010 and should be withdrawn and included in the consolidated rate 

case application. 
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(3) RUCO’s third recommendation is to freeze the current rates in the Agua Fria and 

Anthem Districts that will increase the Aqua Fria’s rates by $15.70 per month 

and decrease Anthem’s rates by $6.18 per month. The rate adjustment was 

previously approved by the Commission in Decision No. 73227, and will take effect 

2. 

4. 

on January 1,2015. 

(4) RUCO’s final recommendation i to requir th Company to prepare a Plan of 

Administration defining how future expansions and potential acquisitions will be 

incorporated into the consolidated rate structure. The Company has major 

expansion plans along the Loop 303 Corridor anticipating major capital 

expenditures in the Agua Fria District. Major expansions such as this can, and will, 

have a significant effect on all ratepayers. This project is in the planning stages now 

and should be addressed in this filing. 

Does this conclude your testimony in this filing? 

Yes. 
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ATTACHMENT 1 

ROBERT B. MEASE, CPA 
Education and Professional Qualifications 

EDUCATION 

Bachelors Degree Business Administration I Accounting - Morris Harvey College. 

Attended West Virginia School of Graduate Studies and studied Accounting and 
Public Administration 

Attended numerous courses and seminars for Continuing Professional 
Educational purposes. 

WORK EXPERIENCE 

Controller 
Knives of Alaska, Inc., Diamond Blade, LLC, and Alaska Expedition Company. 

Financial Manager / CFO 
All Saints Camp & Conference Center 

Energy West, Inc. 
Vice President, Controller 

Led team that succeeded in obtaining a $1.5 million annual utility rate increase 
Coached accountants for proper communication techniques with Public Service 
Commission, supervised 9 professional accountants 
Developed financial models used to negotiate an $1 8 million credit line 
Responsible for monthly, quarterly and annual financial statements for internal 
and external purposes, SEC filings on a quarterly and annual basis, quarterly 
presentations to Board of Directors and shareholders during annual meetings, 
coordinated annual audit 
Communication with senior management team, supervised accounting staff and 
resolved all accounting issues, reviewed expenditures related to capital projects 
Monitored natural gas prices and worked with senior buyers to ensure optimal 
price obtained 

Junkermier, Clark, Campanella, S tevens  
Consulting Staff 

Performed Profit Enhancement engagements 
e 

Established a consulting practice that generated approximately $1 60k the first 
year of existence 
Prepared business plan and projections for inclusion in clients financing 
documents 
Prepared written reports related to consulting engagements performed 
Developed models used in financing documents and made available for other 
personnel to use 

Participated during audit of large manufacturing client for two reporting years 



Prior to 1999, held various positions: TMC Sales, Inc. as Vice President / Controller, 
with American Agri-Technology Corporation as Vice President / CFO and with Union 
Carbide Corporation as Accounting Manager. (Union Carbide was  a multi-national 
Fortune 500 Company that w a s  purchased by Dow Chemical) 

PROFESSIONAL AFFILIATIONS 
Past Member - Institute of Management Accountants 
Member - American Institute of CPA's 
Member - Society of Utility and Regulatory Financial Analysts 
Past Member -WV Society of CPA's and Montana Society of CPA's 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION WITH RUCO 

Utility Company Docket No. 

Arizona Water Company 
(Eastern Group) 

W-01445A-11-0310 

Pima Utility Company W-02199A-11-0329 et al. 

Tucson Electric Power Company E-01933A-12-0291 

Arizona Water Company 
(Northern Group) 

W-01445A-12-0348 

UNS Electric E-04204A-12-0504 

Global Water W-01212A-12-0309 et al. 

LPSCO SW-01428A-13-0042 et al. 

Johnson Utilities WS-02987A-I 3-0477 

APS E-01345A-11-0224 

Utility Source, LLC WS-04235A-I 3-0331 

EPCOR Water Arizona, Inc. WS-01303A-14-0010 



ATTACHMENT 2 -- EPCOR’S RESIDENTIAL RATES 

CURRENT RATES RECOMMENDED Note (4) 
SYSTEM TOTAL RATE INC (DEC) PERCENT 

Agua Fria - Note (1) (3) $ 121.91 $ 34.30 ($ 87.61) ( 71.86 %) 

Anthem - Note (2) (3) $ 56.26 $ 34.30 ($ 21.95) ( 39.02 Yo) 

Mohave W a t e r  $ 82.79 $ 34.30 ($ 48.49) ( 58.57 %) 

Sun City $ 18.11 $ 34.30 $ 16.19 89.40 % 

Sun City West $ 30.96 $34.30 $ 3.34 10.79 % 

Note: (1) Agua Fria and Anthem - Current rates reflect rates scheduled to go into 
effect on January 1,2015. 

Note: (2) Mohave Wastewater -- Current rates reflect pending increase in rates as 
filed in Docket No. WS-O1303A-14-0010 

Note: (3) Current Rates based on average usage of 7,000 gallons per month 

Note: (4) Recommended rates based on Flat Charge monthly 



ATTACHMENT 3 

PRESS RELEASE 
For Immediate Release 

GLOBAL WATER 

GLOBAL WATER TO SELL CERTAIN AGREEMENTS THAT ALLOW FOR 
FUTURE UTILITY SERVICES IN THE CITY OF GLENDALE 

PHOENIX, AZ - September 25, 2013 - GWR Global Water Resources Corp. (TSX:GWR) (“GWRC”) today 
announced that Global Water Resources, Inc. (“Global Water”) has entered into an Agreement with 
EPCOR Water Arizona Inc. (“EPCOR”) to  sell certain Global Water interests within the City of Glendale 
(“City”). EPCOR will purchase agreements that allow for the provision of wastewater and recycled water 
services to  a 7,000 acre area known as the Loop 303 Corridor (“303 Corridor“). Global Water will receive 
total proceeds of $4.1 million over a multi-year period, including $2.6 million that will be realized during 
2013. 

Global Water entered into agreements with numerous landowners and the City in late 2012 to  create a 
regional wastewater and recycled water solution for future development of the 303 Corridor. Since that 
time, Global Water has moved rapidly towards creating a new utility subsidiary (the “303 Utilities 
Company”), and had completed preliminary work related to  master-planning and permitting 
requirements. With the Agreement, EPCOR will now take ownership of all completed work products and 
will assume Global Water’s obligations, rights, and interest in providing service t o  the 303 Corridor. 

“This agreement is another step forward in our strategic plan to  surface near term value for our 
shareholders,” said Trevor Hill, Chairman and CEO of Global Water. “After discussing this opportunity 
with all parties involved, it made sense to  have EPCOR step into these contracts as they already provide 
water services for most of the area and can also fulfill the wastewater and recycled water obligations to  
the landowners and the City. The sale will allow Global Water to  capitalize immediately on our many 
years of work in developing the basis of the regional wastewater solution.” 

While the 303 Utilities Company was part of Global Water’s long term growth strategy, the opportunity 
to sell the related contracts is in-line with its current objectives including the liquidation of non-core 
assets where appropriate as to  continuously improve cash flows for Global Water and its investors. 

“EPCOR is committed to  expanding on our utilities in the West Valley and to  be the regional, integrated 
wastewater and water provider for the western area of Glendale,” said Joe Gysel, President of EPCOR 
Water (USA) Inc., the Phoenix-based parent company of EPCOR Water Arizona Inc. “We look forward to  
working in partnership with the City of Glendale and private landowners as the development of the Loop 
303 Corridor and the West Valley continues.” 

About GWR Global Water Resources Corp (“GWRC”) 
GWRC was incorporated in British Columbia to  acquire shares of U.S. based Global Water Resources, Inc. 
(“Global Water”) and to  actively participate in the management, business and operations of Global 
Water through i ts  representation on the board of directors of Global Water and i ts  shared 
of Global Water. GWRC currently holds 48.1% of the outstanding shares of Global Water. 

About Global Water 
Global Water is a pure-play, high-growth water resources company located in Phoenix, 
owns and operates regulated water, wastewater, and recycled water utilities in the 
Phoenix area. 

management 

Arizona, that 
metropolitan 



GLOBAL WATER 

For more information, please contact: 
Ross Marshall 
Investor Relations 
Tel: 416-815-0700 ext. 238 
Email: rmarshall@tmxequicom.com 
www.gwresources.com 
www.gwfathorn.com 

mailto:rmarshall@tmxequicom.com
http://www.gwresources.com
http://www.gwfathorn.com
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Contract Audit - EPCOR 
Executive Summary 

PURPOSE 

We reviewed water wheeling and wastewater service billings for the Phoenix West Anthem 
area from May 2008 to December 2013 to determine if amounts billed were accurate and in 
accordance with contract guidelines. We also reviewed the Water Department's (Water) 
monitoring processes to ensure compliance with contract terms. 

BACKGROUND 

The City of Phoenix (City) currently does not have the infrastructure to provide water and 
wastewater services in the West Anthem area and relies on contracted services to provide 
water wheeling and wastewater services. In September 2000, Water entered into a multi-term 
agreement with TreatCo to provide water and wastewater services through an interconnect 
from the east side of 1-17 to the Phoenix (West) Anthem area. Each service in the agreement 
has a separate expiration date. Since the contract began, ownership has changed twice. 
From 2008 to 201 1 , Arizona American Water (AAW) was the vendor and the current vendor is 
EPCOR. Although ownership of the company has changed, the original contract (#93040) is 
still in place. 

From May 2008 through December 201 1, the City paid AAW $3,727,000 for over 877,000,000 
gallons of water wheeling and wastewater services provided to Phoenix West Anthem. From 
January 201 2 through December 201 3, the City of Phoenix paid EPCOR $2,376,000 for over 
41 0,000,000 gallons of water wheeling and wastewater services provided to Phoenix Anthem. 

RESULTS IN BRIEF 

Water's contract monitorinq did not ensure the amounts paid were accurate and in 
accordance with contract quidelines. As a result, Water potentiallv overpaid 
AA W/EPCOR for water loss charues by as much as $44,828 and $5,377 for taxes. 
The contract stated "Meters will be read jointly by both parties on a monthly basis for billing 
purposes". We noted that joint meter reads were not performed nor were the meters 
maintained or calibrated as required by the contract and necessary to ensure the accuracy of 
the invoices. Water's review was limited to mathematical accuracy and reasonableness of 
gallons billed. However, Water did not have thresholds related to when a variance would be 
considered unreasonable or procedures for how to interpret the data. As a result of our audit, 
Water began performing joint meter reads and created a spreadsheet to document the date 
and meter read. The spreadsheet also calculated the gallons pulled, which agreed to 
EPCOR's invoice. 

We also noted that Water did not monitor the basis for how water loss charges were calculated 
by EPCOR. The contract states that water loss charges will be made in accordance with the 
percentage of losses reported to the Arizona Department of Water Resources (ADWR) or 
other reasonable methodology approved in writing and the percentage of losses will not 
exceed ten percent (1 0%). We noted that EPCOR charged the maximum rate of 10% without 



support for water losses related to the wheeling service. EPCOR stated they reported 
distribution system water loss percentages to the Arizona Corporation Commission (ACC), not 
ADWR, and they would issue a refund of approximately $6,926. Using the same methodology, 
we estimate AAW and EPCOR overcharged Water by $26,302. However, as Water did not 
approve the alternate methodology possible water loss overpayment could be as high as 
$44,828. 

Although the City was exempt from taxes on wholesale water purchases under City Code and 
Arizona Revised Statutes, Water paid over $5,377 for taxes. 

Since June 2000, AA W and EPCOR implemented increases to water wheelinq and 
wastewater services rates without providina support for the hiqher rates. Water has 
worked with the Law Department since 201 1 to determine if the rate chanaes were 
authorized under the contract. This unresolved disputed amount may be up to 
$2,730,286. 
We determined both AAW and EPCOR charged fees higher than those stated in the contract. 
The contract stated “AAW/EPCOR will have the right to request changes in such rate from time 
to time, but those requested changes must be based on changes in the actual costs paid or 
incurred by AAW/EPCOR with respect to providing the services pursuant to this article.” Since 
201 1, Water (with the assistance of the Law Department) made several attempts to obtain 
information from AAW and EPCOR to support the rate increases and in April 201 1, Water 
began stamping invoices “Paid Under Protest” on all payments. 

Since May 2008, the City paid AAW $1,428,987 and EPCOR $1,301,299 above the original 
terms of the contract. Until this issue is resolved, the City will continue to have an unresolved 
disputed amount of approximately $357,000 per year for water and wastewater services above 
the original rates set in the contract. 

Based on internal reports Prepared 6v Water, we estimated the City may realize 
$270,000 of annual savinqs bv buildins infrastructure to deliver potable water to West 
Anthem and pavinu for wastewater thru a metered rate. A cost of service study will be 
required to determine the actual value of the potential savinqs. 
The contract states ”The initial wholesale wastewater rate will be $2.32 per one thousand 
gallons of potable water delivered by TreatCo to Phoenix. If and when the potable water 
service is discontinued, the rate pursuant to this section will be converted to a metered rate.” 
We calculated potential wastewater costs savings using an estimated metered rate instead of 
per one thousand gallon of water consumption. 

Based on our analysis, we estimated the City could have saved up to $2.5 million if wastewater 
charges had been metered. Further, based on the ACC approved wastewater rates for 201 4 
and 2015, the City will pay approximately $540,000 above the estimated metered charge. 

We reviewed an internal report prepared by Water which stated it would cost approximately 
$2.7 million to connect the West Anthem area to the City’s water system. We did not review 
the accuracy of the wastewater percentage or the capital costs of infrastructure in these 
reports. However, we noted that the cost savings from 2008 through 201 3 ($2.5 million) would 
have paid for most of the infrastructure costs ($2.7 million) necessary for metered wastewater. 

The following section includes our recommendations and the department’s response. 
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Department Responses to Recommendations 

NOTE: This table will be completed after the responses are received by the department. The 
complete table will appear in the final audit report. 

Ret. 1.1: Water work with EPCOR to correct the read dates on the invoice, continue to 
30 monthly joint meter reads, and use the information to verify the ,accuracy of 
EPCOR’s invoice. 

Response: As of May 201 4, the read dates on EPCOR invoices 
7ave been corrected. Water is continuing bi-monthly joint meter 
reads to verify accuracy of billed volume on EPCOR’s invoices. 

Tarqe t Date: 
Completed 

Rec. 1.2: Water assign responsible staff to review the contract, develop monitoring 
orocedures and variance thresholds to ensure contract terms and variances are 
monitored and corrective action is taken as needed. 

Response: Taraet Date: 
A. Water will develop written procedures for managing all aspects 

B. A contract manager has been assigned to ensure the procedures 

1 0131 11 4 
of the EPCOR contract. 

are being followed. 

Rec. 1.3: Water ensure meters A and Z are maintained and calibrated as required and 
are inspectedhested annually to ensure accuracy. 

Response: Procedures pertaining to annual maintenance, testing, 
and calibration of meters A and Z will be included in the WACMD. 

Tarqet Date: 
10/31 /I  4 

Rec. 2.1 : Water evaluate the costs of continuing to pay under protest versus the 
pursuit of other alternatives. 

Response: Water and Law Department will evaluate the “pay under 
protest p o ti cy. ” 

Tarqet Date: 
1/31/15 

Ret. 3.1 : Water and EPCOR establish, in writing, a reasonable methodology to 
calculate water losses related to the wheeling service and assign staff to monitor the 
accuracy of water loss charges. Water work with Law to determine if the overpayment 
to AAW can be recovered and collect the monies from EPCOR related to water 
loss overpayments. 

Response: Tarqet Date: 
A. Water will establish a formalized written process for determining 

water losses for the purpose of billing in accordance with the 
Agreement. Procedures for monitoring EPCOR’s calculation of 
losses will be developed. 

1/31/15 



I -  

3. Water and EPCOR have begun discussions on the overpayment 
related to water loss calculations by EPCOR. Water and Law 
will review the AAW overcharges to determine if they can be 
collected from EPCOR. 

3ec. 3.2: Water develop a formal water control program and assign responsible staff to 
racWmonitor water losses and methods to reduce non-revenue consumption. 

Sesponse: 

A. Water has assigned responsible staff to tracWmonitor water 
losses. 

B. Water will develop a formal water control program to 
tracWmonitor water losses and methods to reduce non-revenue 
consumption. 

Tarqet Date: 
1 2/31 /14 

3ec. 4.1 : Water work with Law to determine if the overpayment to AAW can be 
-ecovered and with Law's assistance recover $1,214 from EPCOR for inappropriate 
State and County taxes paid. 

Response: Tarqet Date: 

A. Water and Law will evaluate and determine if the overpayment 10/31/14 

to AAW can be recovered. 

B. Water and Law will work with EPCOR to recover $1,214 from 
EPCOR for inappropriate State and County taxes paid. 

Rec. 5.1 : Water review the infrastructure costs to connect West Anthem to the City's 
water system and analyze the costs and benefits of this capital project compared to 
other proposed projects. 

Response: Water has reviewed the infrastructure costs to connect 
West Anthem to the City's water and wastewater systems. The 
department's executive CIP charter team has approved the 
wastewater sewer connection project and the water service 
connection project. Design will start in FYI 4-1 5 and construction is 
planned within the department's five-year CIP program. 

Taraet Da te: 
Completed 
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Scope, Methods & Standards 

Scope 

We reviewed Water’s monitoring processes related to Arizona American Water (AAW) 
and EPCOR invoices from May 2008 through December 201 3. 

Methods 

The following methods were used to complete this audit: 

Rates billed agreed to the contract 
Amounts invoiced agreed to meter readings 
Water loss percentages were assessed in accordance with the contract 
Water meters were properly maintained and calibrated to ensure accurate 
readings 

St and a rds 

We conducted this audit in accordance with generally accepted government auditing 
standards. Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our findings and 
conclusions based on our audit objectives. We believe that the evidence obtained 
provides a reasonable basis for our findings and conclusions based on our audit 
objectives. 



I 

1 - Accuracy of Invoices and Meters 

Meter Z 

BACKGROUND 

The City provided potable water to EPCOR’s West Campus (meter A), EPCOR wheeled 
potable water to the City’s West Anthem distribution point (meter Z). The water 
provided and delivered was measured per thousand gallons at EPCOR’s meter A and 
the City’s meter Z. See graph below for this process: 

1-17 

COP 

COP Booster Pump Station 
8 CP-B1-H2O comes and goes 

out t o  customers 

EPCOR 

Delivers H2O and 
treats Wastewater 

Meter A 

COP 

H20 exported from COP to 
EPCOR (read by EPCOR) COP can 

view on SCADA System. 
(wheeling of HZO) 

To ensure accuracy of the bills, the contract required “meters (meters A and Z) be read 
jointly by both parties on a monthly basis for billing purposes.” In addition, to provide 
adequate contract monitoring and ensure reliability of the meters, the contract also 
stated ”Phoenix will be responsible for calibration and preventative maintenance of all 



metering, instrumentation and telemetry equipment required by EPCOR for delivery of 
the potable water at the EPCOR-to-Phoenix delivery point (meter Z). All necessary 
calibration will be performed by an independent contractor every year at Phoenix’s 
cost.” The contract contained a similar clause that required ECPOR to perform 
calibration and maintenance for the equipment at the Phoenix-to-EPCOR delivery point 
(meter A). 

Water also used the SCADA system to monitor and control remote facilities (booster 
stations, wells, reservoirs, etc.) and collect data. Data collected data from remote 
facilities included system operating parameters like pressure, flow rate (i.e. gallons), 
and reservoir storage level. 

To determine compliance with contract terms, we requested calibration and 
maintenance records for meters A and Z and supporting documentation related to joint 
meter reads. 

RESULTS 

Water did not perform joint meter reads as required bv the contract and instead 
compared the qallons billed bv EPCOR to uallons measured bv the SCADA 
system without written procedures or variance thresholds to determine 
reasonableness. 
The contract stated “Meters will be read jointly by both parties on a monthly basis for 
billing purposes”. In our 2006 audit of Arizona American Water (AAW), EPCOR’s 
predecessor, we recommended “Water work towards obtaining electronic meter 
readings to allow joint meter reads as required by the contract”. Based on discussions 
with staff, Water did not implement this recommendation. Instead Water staff 
developed a process to compare the gallons billed on the invoices to the SCADA 
system; however, Water’s review was limited to mathematical accuracy and 
reasonableness of gallons billed. However, Water did not have thresholds related to 
when a variance would be considered unreasonable or procedures for how to interpret 
the data. 

We selected three invoices for testing and the associated support. Based on 
our review, EPCOR’s invoices were consistently higher compared to supporting 
documentation (Le., SCADA report). Water staff stated this was due to timing 
differences. To determine the significance of the variance and verify if it was related to 
timing differences, we obtained two years of SCADA data and compared it to the 
gallons billed by EPCOR. We determined EPCOR’s billed gallons were 27.1 million 
higher than SCADA gallons, or a 7% variance. 

We determined the EPCOR invoice meter read dates did not reflect the actual meter 
read dates. The meter was actually read on the first of the month, not mid-month as 
stated on the invoice. This led to inaccurate comparisons; therefore, we summarized 
the SCADA data by month and noted the EPCOR to SCADA variance dropped from 
27.1 million to 6.8 million gallons, or from a 7% to 2% variance. 



As a result of our audit and variance analysis, Water began performing joint meters 
reads and created a spreadsheet to document the date and meter read. The 
spreadsheet also calculated the gallons pulled, which agreed to EPCOR’s invoice 
gallons billed, but the “Meter Read” date did not agree. Water requested EPCOR 
correct its invoices to reflect the actual meter read date. 

An effective invoice review Process is dependent on the accuracy of the meters, 
which is determined by calibration testinq. Water did not ensure meters A and 7 
were calibrated or maintained, as required by the contract: however, durinq the 
audit both meters passed calibration tests. 
As noted above, the invoice review process was dependent on the accuracy of the 
meters. The contract required Phoenix to perform calibration and maintenance for the 
equipment at the EPCOR-to-Phoenix delivery point (meter Z) and that EPCOR perform 
calibration and maintenance for the equipment at the Phoenix-to-EPCOR delivery point 
(meter A). We requested calibration and maintenance records, but determined staff 
were not familiar with the contract terms and therefore, did not know the meters should 
have been maintained and calibrated, or that reports for meter A should have been 
obtained and reviewed. 

At our request, Water obtained the meter Z manufacturer’s standard operating 
procedures (SOP) for calibration and maintenance of the meter. The SOP stated “re- 
calibration and maintenance interval for each device is the responsibility of the end user 
and must be established within the scope of application, its required accuracy, and its 
criticality to the process and any legislative constraints imposed on the duty.” The SOP 
also stated “if the device is in hostile ambient conditions, calibration should occur 
every 1-4 years.” Water did not perform maintenance or calibration as required by the 
contract or manufacturer’s SOP, nor did Water have procedures in place to ensure the 
accuracy of the meter. 

We also determined meter Z was replaced in 2012 because the original meter was too 
large to accurately register the typical flow coming into West Anthem. An oversized 
meter can lead to more gallons being billed than were actually used. As the meter was 
replaced, we did not determine the financial loss related to the meter being too large. 

During the audit, Water staff challenged (tested) meter Z, the results showed the meter 
was within 0.2% (e.g., the meter was considered accurate). Water also scheduled the 
manufacturer to perform an initial calibration of the meter in late April; the meter 
passed. In addition, Water prepared a written preventative maintenance schedule to 
calibrate the EPCOR-to-Phoenix Interconnect Meter on an annual basis. 

We also determined Water had not obtained verification from EPCOR that meter A was 
maintained and calibrated. As a result of this audit, Water obtained the 201 2 and 
2013 meter A reports from EPCOR, which stated the meter passed the calibration test 
for both years. 



RECOMMENDATIONS 

1.1 Water work with EPCOR to correct the read dates on the invoice, continue to do 
monthly joint meter reads, and use the information to verify the accuracy of 
EPCOR’s invoice. 

1.2 Water assign responsible staff to review the contract, develop monitoring 
procedures and variance thresholds to ensure contract terms and variances are 
monitored and corrective action is taken as needed. 

1.3 Water ensure meters A and Z are maintained and calibrated as required and are 
inspectedhested annually to ensure accuracy. 
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2 - Water and Wastewater Rates 

BACKGROUND 

Water 
The contract states that “the wheeling Potable Water delivery rate will be $0.30 per one 
thousand gallons of Potable Water delivered.” The contract also stated that “The 
Parties acknowledge that the rate described .... may be altered from time to time by the 
Arizona Corporation Commission with or without the consent of Arizona American 
Water (AAW)/EPCOR. AAW/EPCOR will have the right to request changes in such rate 
from time to time, but those requested changes must be based on changes in the actual 
costs paid or incurred by AAWIEPCOR with respect to providing the services pursuant 
to this article.” 

In 201 0, in Decision No. 72047, the Arizona Corporation Commission (ACC) adopted a 
wholesale water rate that was effective starting January 1 , 201 1 for Phoenix of $0.51 02. 
However, this rate is for wholesale water service and not for water wheeling services. 
We noted that EPCOR charged $0.5465 in 201 2 and $0.5828 in 201 3 and 201 4. 

Wastewater 
The contract stated that the City would pay AAW/EPCOR for wastewater services at a 
rate of $2.32 per one thousand gallons. The contract also stated that “The Parties 
acknowledge that the rate described .... may be altered from time to time by the 
Commission with or without the consent of AAW/EPCOR. AAW/EPCOR will have the 
right to request changes in such rate from time to time, but those requested changes 
must be based on changes in the actual costs paid or incurred by AAW/EPCOR with 
respect to providing the services pursuant to this article.” 

The rates were increased in June 2008 and again in January 201 1. In 201 1, the City 
objected and began to pay under protest for two reasons: (1) the contract was what 
governed rates (instead of the rates approved by the ACC); and (2) the City did not 
have an opportunity to participate in the 201 0 rate setting hearings. 

In 2012, in Decision No. 73227 the ACC again changed the rates due to issues that did 
not involve the City, but were related to a split of AAWIEPCOR’s billing areas. For 
purposes of the ACC’s ratemaking, the City was considered a wholesale customer. The 
wastewater rates applicable to all EPCOR customers were structured in a three-year 
step down schedule from the rate EPCOR charged all customers at the beginning of its 
rate case. 

See the summary of water wheeling and wastewater rates paid by the City: 



Date Wholesale Water Wheeling Wastewater 
Initial Contract Rates $0.3000 $2.3200 
June 2008 (AAW) $0.3000 $3.1 700 
January 201 1 $0.51 02 $5.5760 
January 201 2 (EPCOR) $0.5465 $5.5760 
January 201 3 $0.5828 $4.8573 
January 201 4 $0.5828 $4.1387 
January 201 5 To be determined $3.4200 - 

To determine compliance with contract terms, we compared invoiced charges to the 
rates stated in the contract. 

RESULTS 

Since June 2008, AA W and EPCOR implemented increases to water wheelinq and 
wastewater services rates without providinq support for the hiqher rates. Water 
has worked with the Law Department since 201 1 to determine if the rate chanqes 
were authorized under the contract. This unresolved disputed amount may be up 
to $2,730,286. 
Based on discussions with Water staff and review of various documents, we determined 
both AAW and EPCOR charged fees higher than those stated in the contract. The 
contract stated “AAW/EPCOR will have the right to request changes in such rate from 
time to time, but those requested changes must be based on changes in the actual 
costs paid or incurred by AAWIEPCOR with respect to providing the services pursuant 
to this article.” Since 201 1 , Water (with the assistance of the Law Department) made 
several attempts to obtain information from AAW and EPCOR to support the rate 
increases and in April 201 1, Water began stamping invoices “Paid Under Protest“ on all 
payments. 

Since May 2008, the City paid AAW $1,428,987 and EPCOR $1,301,299 above the 
original terms of the contract. It was likely that AAW and EPCOR have incurred cost 
increases; however, until EPCOR complies with the contract terms and provides 
information related to cost increases specific to the contract and new rates are agreed 
upon, the City will continue to have an unresolved disputed amount of 
approximately $357,000 per year for water and wastewater services above the original 
rates set in the contract. 

RECOMMENDATION 

2.1 Water evaluate the costs of continuing to pay under protest versus the pursuit of 
other alternatives. 



3 - Water Loss 

BACKGROUND 

Public water systems categorize the amount of water produced into two categories, 
authorized consumption or water losses. Water loss can be caused by unauthorized 
consumption, meter inaccuracies, and leakage. 

System 
Input 

Volume 
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Water 
(NRW) 
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The contract states that "AAW/EPCOR will determine the amount of losses occurring in 
the treatment and transportation of potable water to the AAWIEPCOR-to-Phoenix 
delivery point; Le., meter Z. Unless the parties mutually agree otherwise in writing, the 
determination will be made in accordance with the percentage of losses reported by 
AAW/EPCOR to the Arizona Department of Water Resources (ADWR) each year (or, in 
the absence of such reports, the percentage derived from another reasonable 
methodology). Notwithstanding the foregoing, the percentage of losses will not exceed 
ten percent (1 0%). The losses will increase the amount of potable water deemed to 
have been delivered and will be accounted for as an additional amount." 

We reviewed invoices submitted by AAW and EPCOR to verify the accuracy of the 
water loss rate billed. We also compared the gallons billed from EPCOR to the gallons 
billed to City of Phoenix West Anthem customers to evaluate the City's water loss. 

RESULTS 

Water did not monitor the accuracy of water loss charqes to ensure the amounts 
paid were accurate and in accordance with contract quidelines. As a result, 
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Water potentially overpaid AA W/EPCOR for water loss charues bv as much as 
$44,828. 
We noted that Water did not monitor the validity of the water loss charges. The 
contract states that water loss charges will be made in accordance with the percentage 
of losses reported to the Arizona Department of Water Resources (ADWR) or other 
reasonable methodology approved in writing and the percentage of losses will not 
exceed ten percent (1 0%). During our review, we noted that AAW and EPCOR charged 
the maximum rate of 10% without support for water losses related to the wheeling 
service or approval from Water. 

During the course of the audit Water staff contacted EPCOR to determine how the 
water loss amounts were calculated. EPCOR stated that they reported distribution 
system water loss percentages to the Arizona Corporation Commission (ACC), not 
ADWR; that they had charged 10% instead of the percentages reported to the ACC and 
they would issue a refund of approximately $6,926. 

Based on EPCOR’s revised methodology, we performed a calculation using the water 
loss percentages reported to the ACC (1.8% for AAW and up to 7.36% for EPCOR) and 
the gallons on the monthly invoices. Based on our calculations, EPCOR overcharged 
Water by $6,947 and AAW overcharged Water by $1 9,355. However, as Water did not 
approve the alternate methodology possible water loss overpayment could be as high 
as $44,828. 

Althouqh Water did not have a formal water loss control proqram for the West 
Anthem service area, Water made chanqes to reduce authorized and 
unauthorized non-revenue consumption after thev incurred siqnificant cost 
increases. West Anthem area water loss of 6.5% was below ADWR’s allowable 
standard of 70%. 
The City paid approximately $1 50,000 per year in charges for non-revenue water and 
wastewater services in the West Anthem area. As noted in the chart above, non- 
revenue consumption falls into two categories; authorized and unauthorized. The West 
Anthem water system is a dead-end; i.e., water does not flow through the system. 
Therefore, system flushing was required to maintain water quality and considered 
authorized non-revenue consumption. According to Water staff, water losses related to 
unauthorized Consumption, customer meter inaccuracies, and leakage. 

ADWR’s water loss standard is 10% for large water agencies. The 201 3 Citywide water 
loss rate was 8.1 9%. However, due to the high cost of water and wastewater services 
in the West Anthem area, it was important that Water ensured water loss was 
minimized. Water staff stated that due to limited resources, water losses were not 
actively monitored. 

From 201 0 to 201 1, water and wastewater costs increased significantly, from $864,000 
to $1,537,000 (44%). To reduce non-revenue consumption, Water made changes to its 
flushing practices and during the spring of 201 2, Water crews surveyed and repaired 
leaks in the West Anthem area. Based on data obtained from Water, authorized 
consumption was reduced from 6% to 5% and unauthorized consumption was reduced 
from 6.9% to 6.5% of the system input (gallons wheeled by EPCOR). 



In addition, the Environmental Protection Agency (EPA) recommends public water 
systems develop water loss control programs to help locate and reduce water losses. 
The program should include water audits, intervention, and evaluation. Although Water 
repaired leaks in 201 2, as stated above, Water currently does not have a formal water 
loss control program or perform ongoing monitoring of non-revenue consumption, 
authorized or unauthorized. 

RECOMMENDATIONS 

3.1 Water and EPCOR establish, in writing, a reasonable methodology to calculate 
water losses related to the wheeling service and assign staff to monitor the 
accuracy of water loss charges. Water work with Law to determine if the 
overpayment to AAW can be recovered and collect the monies from EPCOR 
related to water loss overpayments. 

3.2 Water develop a formal water control program and assign responsible staff to 
tracWmonitor water losses and methods to reduce non-revenue consumption. 

Page 15 
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4 - Taxes 

BACKGROUND 

The City is exempt from paying taxes on wholesale water purchased for resale by City 
Code section 14-480(c) and Arizona Revised Statutes 42-5061 (1)(2) and 42-5063 
(W ). 
City Code section 14-480 (c) states: customers or ratepayers shall be exempt and 
deductible from the gross income subject to the tax imposed by this section, provided 
that the purchaser is properly licensed by all applicable taxing jurisdictions to engage or 
continue in the business of providing utility services, and further provided that the seller 
maintains proper documentation, in a manner similar to that for sales for resale, of such 
transactions. 

Additionally, we reviewed Arizona Revised Statues 42-5061 (1)(2) and 42-5063 (B)(I) 
and noted: The tax imposed on the retail classification does not apply to the gross 
proceeds of sales or gross income from: 2. Utilities classification. Utilities were defined 
as Producing and furnishing or furnishing to consumers natural or artificial gas and 
water. 

We reviewed Arizona American Water (AAW) and EPCOR invoices from January 2008 
through December 2013 to determine if taxes were appropriately not charged in 
compliance with City Code 14-480(c) and Arizona Revised Statutes 42-5061 (1)(2) and 
42-5063 (B)(l). 

RESULTS 

Water did not monitor payment made for taxes. Althouah the Citv was exempt 
from taxes on wholesale water purchases under Citv Code and Arizona Revised 
Statutes, Water paid over $5,377 for taxes. 
In 2006, CAD recommended Water provide tax exempt information to AAW, 
EPCOR’s predecessor, and recover $24,000 in erroneously paid taxes. We reviewed 
AAW invoices and noted for a period of time AAW stopped charging taxes, however, in 
May 2008, AAW began charging taxes again until AAW was sold to EPCOR in January 
201 2. Between May 2008 through January 201 2, Water inappropriately paid AAW over 
$4,163 in taxes. 

When EPCOR took over in January 2012, they continued to charge the City for taxes 
through February 201 3. Based on review of the invoices, it appears Water informed 
EPCOR that the City is exempt from paying taxes and EPCOR issued a credit of 
$250. However, Water paid an additional $1,214 in taxes that was not recovered. 



In addition, Water could not provide support that the $24,000 was recovered from AAW 
nor could they provide an explanation for why taxes were continued to be paid. 

RECOMMENDATION 

4.1 Water work with Law to determine if the overpayment to AAW can be recovered 
and with Law’s assistance recover $1,214 from EPCOR for inappropriate State and 
County taxes paid. 



5 - Cost Savings Opportunity 

BACKGROUND 

Wastewater 
The contract states "The initial wholesale wastewater rate will be $2.32 per one 
thousand gallons of potable water delivered by TreatCo to Phoenix. If and when the 
potable water service is discontinued, the rate pursuant to this section will be converted 
to a metered rate." 

We calculated potential wastewater costs savings using an estimated metered rate 
instead of per one thousand gallon of water consumption. 

RESULTS 

Based on internal reports prepared bv Water, we estimated the Citv may realize 
$270,000 of annual savinqs by buildinq infrastructure to deliver potable water to 
West Anthem and pavinq for wastewater throuqh a metered rate. A cost of 
service study will be required to determine the actual value of the potential 
sa vinqs. 
Although the contract allowed for using a metered rate, as the City had not terminated 
the potable water service (wheeling) section of the contract, the City paid wastewater 
services based on 100% of the water consumption. To estimate the potential impact or 
lost savings caused by not using a metered rate, we obtained Water's residential 
wastewater rate (65% of water consumption) and billed water consumption from May 
2008 through December 2013. Based on our analysis, we estimated the City could 
have saved up to $2.5 million if wastewater charges had been metered. Further, based 
on the ACC approved wastewater rates for 201 4 and 201 5, the City will pay 
approximately $540,000 above the estimated metered charge. 

We also reviewed several internal reports prepared by Water, including a 201 0 report 
which recommended Water build the infrastructure needed to discontinue potable water 
service, which would then require wastewater services be metered. A 201 3 report 
stated it would cost approximately $2.7 million to connect the West Anthem area to the 
City's water system. We did not review the accuracy of the wastewater percentage or 
the capital costs of infrastructure in these reports. However, we noted that the cost 
savings from 2008 through 201 3 ($2.5 million) would have paid for most of the 
infrastructure costs ($2.7 million) necessary for metered wastewater. The City would 
also achieve additional cost savings related to the reduction of water treatment and the 
elimination of water distribution and wheeling costs. 
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RECOMMENDATION 

5.1 Water review the infrastructure costs to connect West Anthem to the City’s water 
system and analyze the costs and benefits of this capital project compared to other 
proposed projects. 
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EXECUTIVE SUMMARY 

RUCO continues to recommend that a full rate case be filed including cost of service studies 

that would include both a consolidation and a deconsolidation case for its five wastewater 

districts. RUCO further recommends to freeze the current rates in the Agua Fria and Anthem 

Districts and delay the rate adjustment scheduled to become effective on January 1, 201 5, 

that will increase Agua Fria’s rates by $15.70 per month and decrease Anthem’s rates by 

$6.18 per month. Finally RUCO continues to recommend that the issue raised by the City 

Df Phoenix be resolved prior to the establishment of new rates and that a Plan of 

Administration be developed identifying the process required by the Company for future 

acquisitions and major expansions. 
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INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, position, employer and address. 

My name is Robert Mease and I’m Chief of Accounting and Rates for the Residential 

Utility Consumer Office. (“RUCO”) My business address is 11 10 W. Washington Street, 

Suite 220, Phoenix, AZ. 

Have you previously provided testimony in this docket? 

Yes. I provided direct testimony in this docket on October 6, 2014. 

What is the purpose of your surrebuttal testimony? 

My surrebuttal testimony will address the Company’s comments as presented in their 

rebuttal testimony. More specifically I will address the issues of consolidation, rate 

design, the City of Phoenix’s claim they have been overcharged and the issue of 

expansion and possible purchase of existing systems. 

RATE CONSOLIDATION / RATE DESIGN 

Q. Can you please summarize RUCO’s position on rate consolidation of its five 

wastewater systems? 

Yes. RUCO basically recommended that the Company file a full rate case and include 

all five wastewater districts as many of the elements that make up the revenue 

requirements for all systems have changed significantly. The most recent test year 

for the Sun City, Sun City West, Aqua Fria and Anthem Wastewater Districts was 

A. 

1 
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December 31, 2008 while the Mohave Wastewater District is currently involved in a 

rate case proceeding. 

2. 

I. 

a. 

4. 

Does RUCO continue to believe that a full rate case is necessary? 

Yes. Nothing has changed since our initial rate case recommendation was made in 

our direct testimony. RUCO believes that in setting new rates that all current 

information be reviewed and a determination made if consolidation of rates is in the 

best interest of residential ratepayers. Cost causation cannot be totally ignored in 

setting new rates and ratepayers have a right to be informed of the subsidization that 

may exist across district boundaries. 

What did the Arizona Corporation Commission Staff (“Staff”) recommend on 

the issue of consolidation? 

Staff recommended that instead of full statewide rate consolidation, full 

deconsolidation of rates, or reconsolidation of Anthem/Aqua Fria District(s) rates at 

this time that; “The Company file a full rate case for all of its wastewater and water 

systems no later than July 1, 201 5, with a test year ending December 31, 201 4. In 

that filing, the Company should propose both a fully consolidated statewide rate 

design and a fully deconsolidated rate design including the costs and benefits of each. 

Both rate designs should have a three year phase-in.”’ 

‘ Staff Direct Testimony, Docket No. SW-01303A-09-0343, Executive Summary 
2 
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Q. 

4. 

Q. 

A. 

Did the Company agree to file a rate application in accordance with RUCO’s or 

Staffs proposal? 

Per Mr. Bradford’s testimony in responding to Staffs proposal: “Quite Simply, no. An 

undertaking of that magnitude will take the Company additional time. As a result if the 

Commission supports consolidation and wants the Company to come in with a new 

rate case for all districts, the Company would propose that the Commission require it 

to file a new rate case application based on a December 31, 2014 test year for all of 

its wastewater districts no later than September 30, 201 5, and to file a new rate case 

for all of its water districts no later than September 30, 201 6. If the Commission does 

not make a decision on consolidation as part of this proceeding and asks the 

Company to come in with a new rate case for all wastewater districts, the Company 

would propose that the Commission require it to file a new rate case application based 

on a December 31 , 201 4 test year for all of its wastewater districts by September 30, 

2015 and once a decision is reached on the policy of consolidation a date would be 

selected for a new rate case for all of its water districts.”2 

Doesn’t it appear that the Company is proposing a rate case filing schedule for 

its water and wastewater districts depending on the Commission’s deciding 

the issue of consolidation vs. deconsolidation? 

Yes, it does. However, the decision to consolidate rates into a statewide rate 

realistically cannot be made without understanding the rate impact on ratepayers 

Company Rebuttal Testimony, Docket No. SW-01303A-09-0343, Mr. Bradford Testimony, Page 6 
3 
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within each district. That determination cannot be made without a full rate case 

application including cost of service studies and a rate design that identifies both 

consolidated rates including all wastewater districts and deconsolidated rates on a 

system stand-alone basis. 

Does RUCO have any concern with the Company’s proposal to determine rates 

without taking into consideration meter sizes and other volumetric 

considerations? 

Yes. This is a major departure from traditional rate design that encourages 

conservation. A flat rate has been proposed for all residential ratepayers which 

reduces the incentive for water efficiency and conversation. An article has been 

attached as, Exhibit I, published by the Natural Resources Defense Council, that 

identifies the impact in California if wastewater usage was priced on a volumetric 

basis. The article estimates that California could save nearly 100 billion gallons of 

water per year by having all wastewater systems on a volumetric billing program 

which is a significant benefit to both water and wastewater customers. 

Based on the recommendations of the Company, Staff, RUCO and other 

intervening parties, has RUCO changed its initial proposal that a full rate case 

application be filed and include all five of the wastewater districts owned by 

EPCOR? 

No. RUCO continues to propose a consolidated rate application be filed by the 

Company, including cost of service studies, and include all five of its wastewater 

4 
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systems. Once the application is filed a review can be performed and a decision can 

be rendered whether consolidation is warranted or if deconsolidation remains the best 

alternative. 

a. 

4. 

Can RUCO accept the recommendation made by Staff that the Company file full 

rate cases for both its water and wastewater districts by July 1,2015 with a test 

year ending December 31,2014? 

RUCO can accept the Staffs proposed filing date of July 1 , 201 5, for the wastewater 

districts. However, as there is a current rate application filed by EPCOR under Docket 

No. WS-01303A-14-0010 that includes four of its water systems, RUCO does not 

believe that a rate application for its water districts needs to be filed per the Staffs 

proposal. 

OTHER ISSUES 

Q. 

A. 

Has there been a concern expressed by the City of Phoenix that EPCOR has 

been charging a commodity rate to the City of Phoenix and not the agreed upon 

contractual price for water and wastewater services? 

Yes. The City of Phoenix has conducted an internal audit and expressed concerns 

about the rates being charged by EPCOR to the City. The City believes that the rates 

charged should be those rates per the contract and the Company believes that the 

rates charged should be the rates as approved by the Commission. The City of 

Phoenix believes it may have been overcharged by as much as $2.8 million (the final 

5 
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amount is in dispute) and further believes that the revenues included in this filing from 

its agreement with the City may be incorrect. 

3. 

4. 

Q. 

A. 

Q. 

A. 

What will be the effect on EPCOR ratepayers if the City of Phoenix prevails and 

EPCOR has been charging excessive rates? 

If it is determined that the Company is charging excessive rates to the City of Phoenix 

and the Company has to adjust its rates downward the revenue reduction would have 

to be made up by the remaining district ratepayers or if consolidation is approved, the 

revenue shortfall would be made up by all of the company’s remaining ratepayers. 

Does RUCO continue to recommend that a Plan of Administration be prepared 

to describe the consolidation process and establish guidelines if other systems 

are purchased or major expansions are planned? 

Yes. The Company has entered into an agreement with Global Water Resources 

and purchased a 7,000 acre area known as Loop 303 Corridor. There is a major 

expansion planned in the area and EPCOR will spend approximately $36.5 million 

over the next five years and the expansion project will become part of the Agua Fria 

District. 

Does this conclude your surrebuttal testimony? 

Yes. 

6 
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Volumetric sewer pricing is the simple concept of billing a customer for the volume of water discharged to the 
sewer based on the water meter reading-water the customer actually uses as opposed to a flat charge. The 
less water a customer uses, the less the bill will be. As a result, wastewater volumetric rates provide important 
incentives for water efficiency to customers and offer a more fair pricing structure. According to a study 
commissioned by the Natural Resources Defense Council (NRDC), converting flat-rate residential customers to 
volumetric rates could eventually save California nearly 100 billion gallons of water per year, a significant benefit 
to both water suppliers and wastewater treatment agencies. 
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THE NEED FOR VOLUMETRIC 
WASTEWATER PRICING 
Although roughly 90 percent of California households served 
by a public water supplier pay for drinking water through a 
volumetric rate applied to metered water deliveries, about 
70 percent of such California households pay for sewer 
service through a flat, non-volumetric charge. While fixed 
charges may be simple, they do not distinguish between 
customers within the same class who produce larger amounts 
of wastewater and those who produce smaller amounts. 

Fixed charges also do not provide signals to customers 
about the potential monetary savings from water use 
efficiency, or onsite treatment and reuse. With sewer charges 
equal to or greater than water charges in many jurisdictions, 
the price signal rewarding water efficiency is being cut in half 
for the majority of California households. 

~ ___  

Timely adoption of volumetric wastewater 

pricing would contribute 10% o f  the 38 
GPCD needed by 2020 for the state to 

comply with the Water Conservation Act 

of 2009, counting short-run savings alone. 

With California's landmark Water Conservation Act 
of 2009 now requiring that per capita urban water use be 
reduced by 20 percent by 2020, water suppliers throughout 
the state are looking for additional ways to achieve water 
savings; cooperation with wastewater agencies is one such 
means. Thus, converting to volumetric sewer pricing can 
save water in addition to providing more equitable 
wastewater financing. 

wastewater agencies by reducing flows, which can: 

Help to preserve wastewater treatment capacity, 
and thereby postpone or eliminate the need for costly 
additional treatment plants. 

Reduce operating costs. 

Reduce sewer overflows, which endanger public health 
and the environment. 

Moreover, volumetric wastewater pricing benefits 

THE WATER SAVINGS FROM VOLUMETRIC 
WASTEWATER PRICING ARE QUANTIFIABLE 
AND SUBSTANTIAL 
A recent study byA&N Technical Services commissioned 
by NRDC quantifies the effect of shifting residential sewer 
service billing in California, from collections based on flat 
charges to a billing system based on the volume of water 
consumption.' The analysis uses statewide water and 
wastewater data compiled by the State Water Resources 
Control Board (SWRCB) and the California Department of 
Water Resources (DWR), as well as price elasticity estimates 
from the literature on the topic. The potable water savings 
from switching to volumetric wastewater pricing are 
quantifiable, and the savings are impressive. 

Converting residential customers to volumetric 
wastewater pricing can save California approximately 
141,000 acre-feet per year (AFY) in the short term (a one 
to four year period), and over 283,000 AFYin the long term 
(over a 10 to 20 year period; seeTable 1). An acre-foot of 
water is enough to supply up to eight individuals-one to two 
families-in California for a year. The savings are more over 
the long term because demand is more elastic in the long 
run (customers can replace water-using fixtures with more 
efficient ones) than in the short run (customers can mainly 
change their behavior). 



~- 

The challenges that a wastewater 
agency might anticipate in converting to 
volumetric pricing can be addressed with 
a modest investment of time and effort. 

Colorado 
River 

~~ 

29,331 938 1,877 

AFY= Acre-feet per year 

The savings can also be expressed as gallons per capita per 
day (GPCD). For California as a whole, simply converting to 
volumetric wastewater pricing could save four GPCD in the 
short run and seven GPCD in the long run. Thus, the timely 
adoption of this one simple measure would contribute 10 
percent of the 38 GPCD water savings needed by 2020 for 
the state to comply with the Water Conservation Act of 2009, 
counting the short-run savings alone? 

IMPLEMENTATION CHALLENGES 
CAN BE OVERCOME 
Cities across California, including Los Angeles, San Diego, 
Long Beach, and San Luis Obispo, and across the country, 
including NewYork, Boston, Atlanta, Houston, Philadelphia, 
and Seattle, already use volumetric wastewater pricing. 
Momentum is building in other areas to convert-for one 
thing, the California Urban Water Conservation Council's 
best management practices require signatories that provide 
both water and wastewater service to adopt volumetric sewer 
rates.4 Second, the rising cost of providing wastewater service 
has encouraged consumers to ask for volumetric rates, which 
are more equitable and affordable for conserving customers. 

The challenges that a wastewater agency might anticipate 
in converting to volumetric pricing can be addressed with a 
modest investment of time and effort. Separate sewer meters 
are not necessary. Residential customers with volumetric 
sewer rates are typically billed for sewer service based on the 
amount of water use recorded by the water meter serving 
the home. This method uses a meter reading for the winter 
months (when outdoor use is at its lowest) as a basis for the 
amount of water that enters the sewer system from the home 
throughout the year. 
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The water savings resulting from 
volumetric wastewater pricing will benefit 
wastewater agencies b y  reducing operating 
costs, helping to preserve wastewater 
treatment capacity, and helping to reduce 
sewer overflows. 

The water savings resulting from volumetric wastewater 
pricing will benefit wastewater agencies by reducing 
operating costs, helping to preserve wastewater treatment 
capacity, and helping to reduce sewer overflows. If done 
correctly, the pricing of water and wastewater service can 
be a powerful signal to consumers about the cost of water 
and wastewater infrastructure, and the scarcity of water 
resources. Converting to volumetric wastewater pricing 
is an efficient, relatively low-cost way of saving California 
billions of gallons of water each year, saving money for water 
suppliers, wastewater treatment agencies, and the customers 
they both serve. 

Wastewater agencies will collect customer water use 
data from water suppliers with whom they have common 
residential customers. Data-sharing is already in place 
between many water and wastewater agencies for the large 
commercial and industrial customers that they have in 
common. Further, wastewater agencies can continue to use 
a combination of k e d  charges and variable charges in order 
to ensure a stable revenue stream. Using winter usage for 
billing purposes year-round will also help maintain stable 
revenues for wastewater agencies. 

Explaining the new rate structure to the community will 
be a particularly important aspect of conversion. Agencies 
that have successfully converted undertook community 
outreach and public hearings to ensure that their customers 
understood the benefits of converting; namely, that 
customers would be much more in control of their rates 
based on their own water usage. While this initial public 
outreach and billing system change can take some time 
and effort, administering the new rate structure is 
comparatively routine. 

These and other issues are discussed further involumetric 
Wastewater Pricing Frequently Asked Questions, available on 
NRDC's web site.5 

CONCLUSION 

I Chesnutt TW. Volumetric Pricing for Sanitaw Sewer Service in the State of California. Encintas. CA. A & N Technical Services, 201 I .  http //docs.nrdc.org/water/files/~vat~ll121301a.pdf 

* Modlfied from Chesnutt. note 1. 

Statistics in Canada reveal an even more dramatic water conservation response when pricing is convened from a flat rate structure to a volumetric structure. Consumption there IS 70 to 80% 
lower nationally under volumetric rate:; than flat rates. Source 2008 Municipal Water Pricing- 2004 Statistics. p 8. Gatineau. QC; Environment Canada 2008. ec.gc.ca/Pl;bllcations/defauIt. 
asp?lang=En&tml=0B6E24B6-042l-41~'0-9FCF-9A7BC4522C54 

' California Urban Water Conservation Council. Memorandum of Understanding Regarding Urban Water Conservation in California; [see EMP 1 4. Retail Conservation Pricing, Part Il-Retall 
Wastewater Ratesl. Sacramento, C& California Urban Water Conservation Council, 2010. 

Natural Resources Defense Council Volumetric Wastewater Pricing Frequently Asked Questions New York NY. Natural Resources Defense Councll 201 1 
http Ilww nrdc orgfwaterlvolumetrlc pricing asp 
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VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY ITS 1 
ANTWEMlAGUA FRlA WASTEWATER 1 
DISTRICI', lTS SUN CITY WASTEWATER 
DISTRICT AND ITS SUN CXTY WEST 
WASTEWATER DISTRICT. 

1 
1 

I 

I 

! 
DOCKET NO, SW-01303A49-0343 i ARIZONA-AMERICAN WATER COMPANY, 

) 

1 

'I 
E 

DIRECT TESTIMONY OF JENNA KOLLINCS 

ON BEHALF OFTHE ANTHEM COMMUNIW COUNCIL 

Q1. PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 
Al. My name is Jenna Kollings. My business address is 3701 W. Anthem Way, Ste. #201 

Anthem, Arizona 85086. I am thc Community Executive Officcr of thc Anthem Cornmunip 

Council (the "Community Council" or "Anthem"). The Community Council's mission is tc 

preserve, protea and enhance a genuine Sense of cclmmunily within the Anthem mmmunity. TIM 

Community Council is governed by a seven member Board of Directors, 

I1477914.v3 
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QZ. ON WHOSE BEHALF ARE YOU A P P W G  IN 3331s PROCEEDING? 
A2. I am appearing on behalf of the Community Council. The Community Council is 

participating in this proceeding on behalf of over 8 , M  Anthem community residents that are 

water and wastewater customers of EPCOR C‘EPCOR” or the “C~rnpany”)~ formerly the Arizona- 

American Water Company VAAWC”}. 

43. 

A3. 

Q4. 

HAVE YOU TESTIFIED BEFORE THE COMMISSION BEFORE? 

No, although I have spoken during the pubfic comment session at several Upen Meetings. 

WHAT IS THE PUMOSE OF YOUR TIESTMONY? 

10 

11 

A4, My testimony will describe the Anthem community, Anthem’s historical and cunent 

participation in these proceedings, and Anthem’s support for full consolidation of all of EPCOR’s 

15 
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26 

27 

28 
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nearly 17 miles north of Phaenix proper on khe 1-17. A portion of Anthem is located within 

Phoenix (west of 1-17) with the larger portion located in unincorporated Macicopa County (east of 

1-17) Anthem is surrounded by state lands to the north, state lands and the city of Phoenix to the 

west, and uninmpra tcd  private Maricops County areas to the east and south. Residential areas in 

Anthem are divided into three homeowner’s associations, Parkside (7,500 homesx Country Club 

(2,866 homes) and The Village Condominiums (210 homes). The Community Count51 is the 

umbreila agency over thc homeuwner associations. 

The Anthem Market Area, which includes the communities of Anthem, New River. and 

Tramanto has approximately 40,123 residents. 

46. PLEASE BRIEFLY DESCRIBE THE ANTHEM WASTEWATER DISTmcT: 

A 6  EPCOR’s Anthem Wastewater District serves over 8,800 customers. Anthem’s wastewater 

infrastructure is self-contained and designed to serve all of Anthem’s wastewater needs. It is no1 

connected to any of the treatment facilities owned by the Company to serve Agua Fda customers. 

Anthem has its own treatment plant. 

2 
tf4?i94.v5 

wastewater districts as the best solution to high wastewater rates for A y a  Fnd customers. 

QS. 
A5. 

PLEASE BRIEFLY DESCRIBETEIE ANI’ZIEM COMMtINlTY. 

Anthem was founded in 1998 arid comprises approximately 8.25 square miles located 
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47, 
PHASES OF THESE PROCEEDINGS. 

A7. The Community Council originally became involved in this rate case when AAWC 

requested the Commission to allow increases in Anthem water and wastewater rates of 100% and 

82% respectively. Anthem residents already paid some of the highest water and wastwdtez 

charges in the State of Arizona and many of our residents struggled financiafly during the 

recession, Anthem was plagued with foredosum and the Community Council was Forced to write 

off hundreds of thousands of doflars in h m m n e r  association accounts. Suffice it to say, we 

needed utility rate relief. 

PLEASE BRIEFLY DESCRIBE ANTHEM’S FARTIICIPATIUN IN THE PRIOR 

The Community Council retained legal counsel and utility rnte experts to explore a variety 

of ways to reduce Anthem’s high rates. In the initin! phase of the proceedings, our team 

proactively proposed many solutions, some of which benefitted other ratepayers as well. For 

instance, reducing the allomtion of the Northwest Treatment PIant and advocating €or a lower me 

of return helped everyone in the AnthedAgua Fria Wastewater District. Our residents were alsc 

actively involved in Commission proceedings themselves whenever given the opportunity 

Ultirnafely we were able to bring down the proposed rate increases when the Commission urged 

 he Company, the Community Council, RUCO, and Staff to try to settle disagreements among us, 

As a result of the December 15, 2011 Settlement Agreement, the Community Council 

subsequently participated in the proceedings that deconsolidated the A n t h e d A p  Fria 

Wastewater District. In the deconsolidation phase, we led the effort to reduce rate shock for tfie 

Agua Fria wastewater customers by proposing through our consultant to continue ta subsidae lheii 

rates until January 2015 through a %year phase-in process. The Community Council’s spirit 01 

cooperation fras been on display, now to our detriment, throughout this five year proceeding, 

QS. WERE YOU PHYSICALLY PRESENT DURfNG THE SElTtEMEN’i 

NEGOTIATIONS? 
AS. Yeslwas. 

3 



Q9. PLEASE BRIEFLY DESCMBE ANTHEM'S UNDERSTANDING QF THE 

SETTLEMENT AGREEMENT, 

A9. Most importantly, the Community Council thought that the Commission's adoption of tix 

Settlement Agreement meant that certain matters would be settled permanently (or at least until the 

next full rate case involving Anthem). We rightfulty assumed that a deal is i~ deal. 

In the Settlement Agreement, among other Ihings, the Communily Council a g e d  to give 

up czrtain important legal arguments and rights refaled to more than $23 million in refund 

payments that AAWC may have wrongly paid to a developer and that AAWC wanted ta 

immediately put into Anthem's water and wstewaier rate base, In exchange, m o n g  other things, 

Anthem wanted to be deconsolidated from the A n t h e d A p a  Fria Wastewater District because 

Anthem residents were being forced to pay a large subsidy to support an expensive wastewaiei 

treatment plant that we did not and could not ever use. If there was any doubt about the Settlcmenl 

Agreement's intent with respect to deconsolidation, all doubt was alleviated when (he Commissior 

voted to approve deconsotidation for a variety of reasons, including la honor the Settlemen1 

Agreement, 

Now, even before Anthem has actrieved the full benefit of the Settlement Ageemen1 

{&consolidated rates have not yet been fully implemented), Anthem has k e n  dmggetf back to the 

table and has been forced lo expend resources to reengage counsel, mnsultanls, and cornmunitg 

members to fight to uphold the Seuternenl Agreement which has been ratified twice by che 

Cimrnission (once upon adoption in December 2011 and again in the order for deconsolidation i n  

June 2012). Even assuming that Anthem prevails on the issue of reansolidation, ils identified i n  

the Commission's July 30, 2014 decision in this case, the money and effort h i t  the Community 

Council is now spending is being d i v e d  from parks for our children and places of respite for oui 

seniors. Our eomrnunity members are justifiably angry. 

QlO, WHAT IS ANTHEM'S OPINION ON RECONSOLIDATION OF THE 

MHEWAGUA MUA WASTEWATER DISTRICT? 

A10, For the reasons repeated in our filings and public cammenis to the Commission numerous 

times since 2010, Antfiem does not want lo be unfairly and arbitrarily consolidated into the Agua 

4 
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'ria Wastewater District. In that regard, the Company and many of the intervenors from the Agua 

%'ria Wastewater District have indicated that Gey do not support reconsofidation of the 

SnthedAgua Fria Wastewater District as B solution for elevated wastewater bills in the Agua Fria 

:ommuni(y. Rather, reconsotidation dearly would be an unwise and unpopular option. 

ZlL WHAT IS ANTHEM'S POSITION WITH RESPECT TO FURTHER 

3ECONSOLIDATION OF THE AGUA FRIA WASTEWATER DISTRICST? 

41 1. Because our residents woufd not be impacted, Anthem takes no position on &e question 01 

urthcr deoonsofidation of the Agua Fria Wastewater Dkiricl, except to note that Anthem believes 

hat €1111 consolidation of all EPCOR wastewater systems may pmvide B preferable solution. 

212. DOES ANTHEM SUPPORT CONsOLIElATION OF ALL EPCOR WASTEWATER 

WSTRICTS? 

212. Yes. Of the solutions for reducing Agua Fria bitk that have been identified by the 

ammission so far, Anthem prefers consolidation of all EPCOR wastewater districts in Atizonz 

xcause over the long haul it benefits and burdens all customers more equally. However, Anthen: 

ecognizes that Sun City and Sun City West probably oppose full consolidation. Therefore 

:mploying the same constructive and cooperative approach that Anthem has maintained 

hroughout these proceedings, the Community Council has retained Dan Neidlinger to provide 2 

wo-stcp implementation plan that requires only modest and graduaI increases to bills in Sun Cit) 

i d  Sun City West its an initial step t o w &  ultimale full consolidation. IR the event that the 

?ommission decides to order full consolidation and gradualism is desired, Anthem recornen& 

ldoption of the Neidlinger plan, as discussed in Mr. Neidlinger's October 6, 2014 prepared direci 

estimony. 

zl3, DO ANTHEM'S CURRENT POSITIONS ON DECONSOLIDATION, 

XECONSOLIDATIUN AND FULL CONSOLIDATION CONFLICT WETH ANTHEM'S 

PRIOR POSITIONS ON THESE ISSUES? 

Alf.  No. Anthem has previously advocated €or full consolidation in this cas. However, thi 

Commission rejected fult coilsolidation and expressed support for rates based on cost of service 

Anthem then demonstrated that a consolidated AnthemlAgua Fria Wastewater District wa 

5 
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ncanssistent with the Commission's support of rakes based on wt of service. We also 

lemonstrated that this inconsistency resulted in an additional $2.4 million burden on the Anthem 

atepayers over and above the cost of service. In summary, Anthem believes thitt EPCOR and he  

~ommision should establish rates consistently for all five of EPCURs wastewater districts, We 

nrrrently, and in the past, advocated for fufly mnsolidated rates. 

314. WOULD ANTHEM CONSIDER OTHER ALTERNATXVES TU CONSOLlDATlON 

lWAT WOULD PROVIDE fN"ER.IM RATE REWW TO AGUA F U  CUSTOMERS? 

414. Yes. Anthem would consider other solutions that (i) honor the Settlement Agreement (or 

eave Anthem no worse off than the Settlement Agiecmenk), (ii) itre based OR current (2014) dab, 

md (iii) provide 8 fait compromise with all parties benefitted and burdened on a roughly equal 

iasis. Anthem vigorously opposes any solution that requires our residents to dispmportionately 

>ear the burden of a fix fer Agua Ria or any other EPCOR wastewater customers. 

;YXS DOES THAT CONCLUDE YOUR DIRECT TEmlMONY? 

415, Yes, it does. 
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22- ON WHOSE B E W A I R E  YOU APPEARING IN THIS PROCEEDING? 

42. 1 am appearing on behalf of the Community Council, The Community Council iS 

micipating in this proceeding on behalf of over 8,800 Anthem community xsidents that are 

mlt  and wstewtater customers of EPCUR ("EPCOR" or the "Company"), farmerly the Arizona- 

4lllerican WateFCompny ("AAWC"). 

Q3+ 
M. Yes, Idid. 

Q4. WHAT IS THE PURPOSE OF YOUR ADDITIONAL TESTIMONY? 
A4. My testimony is intended to affirm Anthem's support for fit11 consolidation of all of the 

Company's wastewater districts in Arizona. However, if the Commission does not wish tc 

implement full consolidation at this time, 1 want to emphasize the importance of honoring tht 

Settlement Agreement adopted by the Commission and negotiated among the Company, Anthem 

RUCO, and Slaff in any interim solution selected by the Commission. 

05, DOES ANTHEM STILL SUPPORT FULL CUNSULIRA"ION? 

A5. Yes. After reviewing all direct testimonies filed in this phase of the proceeding and the 

Company's rebuttal testimony, Anthem continues to believe that full consolidation is the bes 

approach to &fly and finalfy solve the issue of disparate wastewater fates among EPCOR'z 

wastewater districts. 

QB 
PREFER ANY A L ~ l U Y A ~  SCENMO? 

A 6  Y q  if the Commission elects not to consolidate all EPCOR wastewater districts at thiz 

time, Anthem prefers the interim scenario described briefly by Anthem witness Neidlinger and by 

Suffwifness Ekcker (as option five) which would result in the Commission issuing an accounting 

xder to allow Step 3 of &consolidated rates to be implemented for Anthem but not yet for Agua 

Fria. This approach would allow Anthem to receive the full benefit of the Settlement Agreement 

while allowing some relief for Agua Fria cusfomcrs. In the words of Commissionet Pierce in the 

Open Meeting on July 22,2014: "We really did make a deal with Anthem and we have to find a 

way to honor thatn 

DID YOU PWVIOUSLY FILE DllECl" TESTIMONY IN THIS I"ER1 

IF THE COMMISSION DUES NOT ORDER CONSOLIDATION, DOES AETHERI 

2 
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In that regard, it is important that the Commission keep in mind Lhat (i) during the 

3ecernber 15,2010 Open Meeting any and al! parties who were then involved in these proceedings 

were encouraged by the Commision to reach an agreement on a variety of di€€erent disputed 

sues ,  (ii) every party now in this case bad previously received notice of the possibifity of 

mpending fate changes, and, (iii) as a consequence, httd previously had the opppotlunily to 

mticipate in the underlying rate case and ikerefore in the settlement negotiations which 

iubsequently occurred on December 15,2010. Many consciously chose not to htentene. Anthem 

msstewater customers should not be prevented from now realizing the knefit of the Scttlemeni 

4grccment urged and adopted by the Commission in Decision No. 72047 because Some a l k ~  

iarties chose not to get involved. 

If the Commission does not implement full consolidation at this time, Anthem wants the 

Settlement Agreement to be honored as to Anthem without further delay, as described under Mr, 

Veidlinger’s interim scenario and Mr. Eecker’s Option Five, 

Q7. 
47. Yes, it does. 

DOES THAT CONCLUDE YOUR SURREBUTTALTESTlMONY? 

3RIGINAL AND THIRTEEN (13) COPIES 
>f the foregoing HAND-DELIVERED 
!or FILING this 4th day oTNovernber, 2014 to: 

Docket Control 
9iizona Copra t ion  Commission 
1290 W. Washington Street 
?hoenix, AZ 85#7 

md COPY of the foregoing rnaled or e-mailed 
his 4th day of November, 2014, to: 

M r, Steven Ma Olea 
Xreclor, Utilities Division 
4RIZONA CORPORATION COMMISSION 
1200 West Washington Street 
?hoenix, AZ 85007 
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BEFORE THE AIUZUNA CORPORATION COMMISSION 

COMMISSIONERS 

BOB SrUMP, Chairman 
GARY PIERCE 
BlWNIDA BURNS 
BOB BURNS 
SUSAN BI'ETER SMTH 

IN THE MATIER OF THE APPLICATION OF 
ARIZONA-AMERICAN WATER COMPANY, 

1 DOCKET NO. W-01303A-09-0343 

AN ARIZONA CORPORATION, FOR A 
DETERMINATiON OF THE CURRENT FAIR 
VALUE OF ITS UTlLITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RAl'ES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY lTS ANTHEM 
WATER DISTRIm ANR ITS SUN ClTY 

1 
WATER DISTRICT. 1 

1 
IN THE MATER OFTNE APPLICATION OF 1 DOCKET NO. SW-01303A-090343 
ARIZONA-AMERICAN WATER COMPANY, 
AN ARIZONA CORPORATION, FOR A 
DETERMINATION OFTHE CURRENT FAIR 
VALUE OF lTS UTILITY PLANT AND 
PROPERTY AND FOR iNCREkSES IN ITS 
RATES AND CHARGES BASED THEREON ) 
MR UTILITY SERVICE BY ITS 1 
ANTWEWAGUA FRIA WASTEWATER 1 
DISTRICT, ITS SUN CITY WASTEWATER 
DISTRICT AND ITS SUN CITY W E D  
WASTEWATER DISTRICT. I 

DIRECT TESTIMONY OF DAN L NEIDLINGER 

WASTEWATER CONSOLIDATION, DECONSOLiDATXON AND RELATED ISSUES 

QI. PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

Al ,  My name is Dan L. Neidlinger. My business address is 3020 North 17th Drive, Phoenix 

Arizona. I am President of Neidlingw & Associates, Lid-? il consulting firm specializing in ulilitj 

rate economics. 
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$2. DID YOU PREVIOUSLY FILE DIRECT AND SUWBUTTAL TESTIMONY 1N 

PHASE I AND PHASE 11 OF THIS PROCEEDING, THE STAND AWNE RATES AND 

CUNSOLlDATlON PHASES, AND SUBSEQUENT TESTlMONY REGARDING 

DECUNSOLIDATION OF THE ANTHEM AND ACUA FRlA WASTEWATER 

DISTMcrS? 

42. 

;oyer sheet Ex hibit DLN-1. 

Yes, I did. Copies of my testimonies in these proceedings are providcd under the atuched 

Q3, ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING? 

A3. 1 am anearing an behalf a€ the Anthem Community Council (“Anthcm”). Anthem is 

participating in this praceeding on behalf of over 8,800 of i& residents that are water and 

wastewater customers of EPCOR (“EPCOR” or ‘%ompany”), fomerly Arimna-Americrln Watei 

Company (“AAWC“), 

04. WHAT ARE THE PURPOSES OF YOUR DIRECT TISTiMONY AT THIS TIME? 
A4. My purposes are two-fold. First, Anthem would like Lo slatc for the record that it  believe 

there have not been any changes in the circumstances underlying the Commission’s issuance 01 

Decision No. 73227 in June, 2.012 which would warrant rcvarsing the &consolidation of the 

Anthcm and Agua Fria wastewater districts and implementation of the deconsolidaicd rates a 

provided for in lhat decision. &them recognizes thal lhc Commission in July of this yem 

excrcised its authority under A.R.S. 40-252 to position itself, if warranted, to reconsider and amend 

Dr modify Decision No. 73227. However, Anthem believes that any such amendment 01 

modification must be based on circumstances warrimling u change. In !his instance, the 

Commission knew at the time it issued Decision No. 73227 what Ihc future rate increases would be 

for Agua Ftia wastewater rate payers undcr thc phased-in dccon,wlidated rata the Cornmissior 

apptoved. Thus, Anthem believes that (here are no changed circumstances requiring i 

modification or amendment of Decision No. 73227, at lhis time. 
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fowcvcr, Anlhcm also is not insemilive to thc conccrns of its Agua Fria neighbors expressed in 

he letters and petitions submitted earlier this ycar rcgarding current and projected rate lcvels in the 

4gua Fria Wastewater District. Accordingly, a sccond purpose of my testimony addresses two 

ilternative solutions to the current contravctsy concerning the high water and wastewater bills 

xperienced by EPCOR's Agua Fria customfs. My preferred solulion is the consolidation of all 

wastewater districts, I am recommending an initial two-step rate adjustment procedure that mwa 

wastewater tales for all five districts towards full consolidadon. In the alternative, I recommend 

hc deferral of the January 1,20fS Slcp 3 wltstcwatcr incrcascs to the A@& Fria district that would 

,thenvise occur pursuant to the Comntission's Decision No. 73227 while allowing Step 3 rates foi 

4nthem to be irnplcmentcd in accordance with that dcciskn. 

1. BACKGROUND 

Q5. PLEASE BRIEFLY DESCRIBE THE NATURE OF YOUR PREVIOUS TESTIMONf 

IN THJS PROCEEDING- 

45. In my initial testimony' I 'recommendcd dcferral of then proposed nle base addition: 

attributable to the Pulte Homes refund to mitigate rate slrock. 1 also proposed B reduced alloalioi 

If the Noahwest Treatment Plant costs to lhc lhen consolidated AnthedAgua Fria Wastewale 

District. AAWC's filing at that time rcqucslcd a 100% increase in water rates and an 82% increast 

in wastewater rates based on a 2008 test year. 

[ filed additional testimony' during Phase 11 of thc procceding. My testimony discussed propmet 

; h g e s  to Staffs water and waslewatcr rate design recommendations. One of the issues in ;ha 

phase of the cas(: was water and mttewater consolidation for all districts. I supportet 

wnsolidation but recommended a five-step rate phasc in procedure rather than the three-srcp phasc 

in propaqed by the Company. 

I Dircsl Tcsliarony Elnl March 8. 310 and rcviscd Exhibit filcd March 15, MI0 and Sunchu:l;rl Testimony Wa 
April IS, 2010. 
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26* WHAT WAS THE COMMISSIOP(’S DECISION ON THESE ISSUES? 

46- In Decision No. 72047, entered on January 8, 20012, the Commission adopted a Settlemeni 

lgreement m n g  the Company, Anthem, RUCO and Staff 1hat provided for a three y a r  phase ir 

tf a 79% increase in Anthem’s water mics. A 38% incrcase in \vaste\Nater ritcs €or the ther 

:omlidated AnthcmlAguo Fria Wastewater District was also approved. The Commission atsc: 

iccepted the Staffs 28% allocation of the Notlhwst Treatment Plant costs to the AnthemlAgui 

%‘ria Wistewrtter District. Finally, the Compny wils ordered to make a decornolidation nte  filinj 

br the Anthem and Agwa Fria districts by April 1,201 1. 

With respect to Phase 11, the Commission adopted Stafps recommended rate design for water rate: 

ind a winter-average method for setting wastewater rates, The winler-average method wa 

subsequently reversed in Decision No. 73837 on April 18, 2013. Fusther, the Cammissior 

declined 10 ordcr full consolidation due lo large disparities in watcr and wastewater rates at aha 
time. 

Q7. 
DECONSOLIDATION PROCEEDING? 

A7. YCS. 1 filed direct-’ and surrebuttal Lestirnony4 in that proceeding. I recommended a three 

step phase in of rvastemter rate reductions lo Anthem and rate increases lo Agua Fria, AAWC‘ 

filing showed, OR a deansotidated basis, a $2.4 miltion shift in revenue responsibility fror 

Anthem lo Agua Ria. 

DID YOU ALSO PRESENT TESTlRlONY IN THE ANTHEWAGUA F W  
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Qt. 
PROCEEDING? 
98. AAWC and Staff were both silent on tk demonsolidation issue. Intervenors representing 

4gua Fria customers voiced objections lo deconsolidation due to the large increase in rttes shown 

in M W C ' s  filing. They also objected to my recommended phase in of Ilme increases. RUCO 

;upported the cos1 of service bnsis for dcconsolidation. 

WHAT DID AAWC AND !jTAFF RECOMMEND IN THE DECONSOLIDATION 

09, WHAT WAS THE COMMISSION'S DECKION ON THIS ISSUE? 

149, In Decision No. 73227, enlercd on June 5,2012, the Commission approved deconsolidation 

of the AnthenrlAgm Fria Wwtcmter District and adopted the three-step phase in  of ntes thar I 

recommended. The first step became effective in January 20f3 and the second step on January 1 

Df this year. The third and final slep will become effective in January 2015. 

010. WHY HAS THE CORlPliISSlON DECIDED TO KISVISIT THE 
DECQNSULIDATION AND CONSOUDATION ISSUES AT THIS TIME? 

,410. Agua Fria customers of the Company have not only experienced a large increase in 

wastewater rates but also a 58% increase in water races. These combincd increases hvc  caused the 

Commission lo be deluged with complaints from Agua Fria customers concerning Ihe high level al 

their monthly water and wrrstcwatcr billings from EPCOR. Accordingly, the Commission has 

decidcd to reexamine its previous dccision regarding the &consolidation of Ihc AntheWAgua Fria 

Wastewater District as well as its dcdsion to not approve the tola1 consolidation of all of the 

Company's wastewater districts. The Commission's July 30,2014 decision' on this matter did not 

restrict thc scope of the proceeding 10 thc just mentioned issues, i t  also mltcd for i\ discussion and 

analysis of other avenues of rclicf such as the deconsolidaiion of all of the Company's wastewater 

districts, possible ntc  dcsign revisions, and "other allernalive options". In that regard, a 

5 Dccisim Nu, 74588 DiitcJ July 30,2U14 
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'racedurn1 Conference was conducted on August 13,2014 and a Procedural Order on thc matter 

vs issued on August 18,3014 to esktblish the framework tor the current phase of the proceeding. 

21. EPCOR'S RESPONSE 

211. HAVE YOU REVIEWED EPCOR'S FILING PURSUANT TO THE AUGUST 18TH 

PROCEDURAL ORDER? 

1411. Yes. On September 8,2014 EPCOR filed the Direct Testimonies of Shawn Bradford and 

Sheryl L, Hubbard. Mr. Bradlad is Vice President of Corporate Sewices for thc Company and 

Ms. Hubbard is Director of Regulatory and Rnlcs. 

412. BRIEFLY OUTLINE THE CONTENT OF THE TESTMOW OF M R  BRADFORD 
AND THAT OF MS. WUBBARD, 
h12. Mr. Bradford's testimony discusses the CC&N history of the Company's five wastewater 

districts a d  provides technical details conccming the six treatment hcilities khat serve thf 

customis of these districts. He ;rdvm1es complete consolidation of all five wastiwater district 

and discusses the benefits of total consolidation. He also cites the major capital improvement cost! 

the Company expects lo incur for each district over lk next five years. 

Ms, Hubbard's testimony discusses and presents revised residentiaf and commercial rates under rht 

full consolidation scenario recommended by the Company, the estimated nte impact of furthe1 

deconsolidntion of the Agua Fria Wastewater Disirict and thc rate impact of rcconsolidnting the 

Anihem/Agua Frh Waslewater District. 

Q13. 1VHAT €S YOUR REACriON TO THE TESTIMONY OF THESE CONPANk 

WITNESSES? 

h13. 1 am in general agreement with the Company's recommendation to consolidm ail of thc 

wastewater distticls. However, as  I shall furlher discuss in this testimony, I recommend mud 

smaIler rate adjustments at this time towards achieving that goill, keeping in mind lhe riitemakiq 
6 
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principle of gradualism. The Company's pmposcd consolidaled monthly residential rate of $34.30 

produces a $16.19 per month incrase in Sun Ciiy's wtewafcr bills and a $74-04 per month 

jecrmse in Agua Pia's wastewater bills. 

111, FRAMEWORK FOR DECISION MAKING IN THIS PROCEEDING 

Qf4, IS THE COMMISSION HANDICAPPED, IN YOUR VIEW, WITH RESPECT TO 
THE INFORMATION AVAILABLE TO IT IN EVALUATING THE REASONABLENI%S 

OF THE ISSUES BEFORE IT IN THIS PROCEEDING? 

A14 Yes it is. With the exception of the now pending Mohave Wastewater Dislrict rate case, the 

information in this case is based on a 2005 lest year - almost six years old. Accordingly, the 

Commission and all the parties are effectively confined to an outdated information "'cocmn" 

Anthem's recent data requests to the Company for updated financial resuits for the Anthem anc 

A p a  Frh wastewater districts were denied. Additionally, Anthem requested an eslimate of overal 

rewnue incrcase,s or decreases lor each wastewatct Qisvict based on a twelve months en&< 

September 30,2014 filing, The Company also denied this request, 

As I have previously indicated in this testimony, Anthem bclicves that there has not been a c h q y  

in the fundamental circumstances and conditions surrounding and underlying thc Commission'! 

issuance of Decision No. 73227 which would warrant R modification or amendment of th 

decision at this lime, based upon inroomtation currently availabIe to the Commission. Thus, i 

would be unsupported and unresonattle for the Commksion to consider, much less order, i 

r~consolidarion of the Anthem and Agua Fria wa5lewatcr districts without the benefit of update( 

financial results to properly evaluate the efficacy or such a decision. Further, this partia 

reconsolidalion would be contrary to the goal of achieving il total consolidation that I, as well ;L! 

the Company, support, Similarly, the furlher dcconsolidation of the Agua Fria Wastewate 

District, as discussed by Ms. Hubbird, annot be nchicvcd without extensive reclassifications o 

the pmpefly and wastewater utility plant accounts, 
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Ql5. CONSIDERING THE OUTDAnfD NATURE OF THE DATA, WHY WOULD IT 

THEN BE REASONABLE FOR THE COMMlSSION TO ADOPT A CONSOLIDATION 

PLAN AT THIS TIME? 
A15. Consolidation of all of the Company's wastewater districts may have been premature when 

broached in 2010. However, it is timc to now begin the consolidation process. The cxtensive 

capital improvement program discussed by Mr. Bradford is imminent. Although 1 supporl 

cansolidation, the burden ultimately rests with the Company to make the requircd showing on this 

issue, now and in a future filing. In that regard, 1 recommend that Ihe Company file by April 1, 

2015 an updated consolidated We Gling, supported by full cost of service studies, based on a 

ealendar 2014 test year. Pending il final decision on company-wide rate consolidation, my 

proposed two-step plan discussed in Setlion IV of this testimony would operate in thc interim. 

Q16. WOULDN'T A CALENDAR 2019 TEST YEAR CONFLICT WITH THE 

COMMISSION'S PRACTICE OF TYPICALLY REQUIRING TRX YEAR REVENUES 

TO INCLUDE AT LEAST SIX MONTHS OF REVISER RATES? 

A16. This practice is designed to prevent "pncciking" of rate cases and also to mitigate disputes 

with respect to pro forma revenue adjustmenis to test year rcsulls. Neither of these issues, in mj 

view, negates the validity of using I calendar M)14 test year in this case. Except for the: Mohavc 

Wastewater District, rate case "pancaking" is not applicable to the other wstcwater districts. 

Further, the pro €arming of wasiewatler revenues for these systems is relatively straight-forward in  

comas1 to revenue pro forma adjustments for water, clectric or gas utilities where wealher and/or 

conservation fadors are normally considered in the pro forma calculations. 

IV. lNTERIM CONSOLIDATION PLAN 

417. DESCRIBE THE ECONOMIES OF SCALE FOR WASTEWATER TREATMENT. 
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A17. The capacity cost curve per unit (gal) of wastcwatcr treatment facilities k pnrabdic i n  

contrast to capacity cost cufves of other utility scrvim that arc typically downward linear. 

Accordingly, cuaorners of small wastewater systems (less than 3QMI to 4,000 customers) are 

required 10 recover through thcir ntes much higher olpiliil COS& than the ptr-customer capital cosu 

of large systems. Also, thc operating costs for wastewater lreatment exhibit a pattern similar IC 

that shown for capital costs. Small municipalities oficn subsidizc wastewater mts through wstei 

rates, pmprty laxcs or other city revenues, For EPCOR, these subsidies ace tither not available, 01 

in the case of cross-subsidies thrwgh water ntes, not encouraged from a cost of sewice standpoint 

Cmsolidation of EPCOR's wastewater disrricts wilf provide thc benefits of economics of -le 

the customees of its smlter systems. 

Qi8. ARE THERE OTHER BENEFITS TO BE ACHIEVED THROUGI 
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CONSOLIDATION? 

Al8. Yes. The benefits of consolidation listed in Mr. Bradford's direct testimony mirror thc 

benefits list provided 'in my May 2010 direct lestimony on stand-alone m e  design and cat( 

consolidation that is included urder Exhibit DW-I. There is no need to itemize again this Ion4 

benefit list. 

Q19, 

DISCUSSED 1N YOUR MAY 2010 TESTIMONY? 

AM, No, I have not. The recommendations I made at that time remain unchanged today. 

HAVE YOU CHANGED YOUR OPINION ON ANY OF THE ISSUES YQI 

22 

23 Q30. 1N A PREVIOUS PHASE OF THIS PROCEEDING, YOU RECOMMENDED THS 
2J 

25 

26 

27 

'' 

DECONSOLIDATION OF THE ANTHEMIACUA FRIA WASTEWATER DISTRICT 
ISN'T THAT TESTIMQNY IN CONFLICT WITH YOUR CURRENT POSITION THAI 

SUPPORTS TOTAL CONSOLIDATION? 

AB. No. My May 10,2010 testimony recommended doconsolidation of the then AnthedAgu 

Fria Wastewater District should the Commission dccidc against mal consolidation of all districts 
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Having rejected total consolidation, the Commission agreed 10 look at the possible dccoilsoiidsltion 

of t k  Anthem and Agw Fria wastewater operations. Thc Company’s April 201 1 dcconsolidation 

filing showed that Anthem was providing ovcr $2 million iR revenue subsidiw to Agua Frin 

mtomers. 1 was surprised by the magnitude of this cross subsidy nnd thus tccomincndcd the 

three-step rate adjustment plhn iht  was subsequently adopted by the Commission, Step 3 of rake 

adjustments under this plan arc scheduled to be implemenled on January 1,2015. 

Q t i .  DID YOU SERIOUSLY CONSIDER OTHER WSSIBLE CONSOLIDATION 

COMBINATIONS? 

MI. No. Other “mini consolidations” would mcrcly, lo quole a phrase, ‘’rearrange the deck 

chairs” and would not achicvc the niavinium bcnefits to be realized by combining all five disltick. 

For example, if Sun City is excluded from the consolidation, consolidated ales for [he remaining 

four dislricls jump from a loltrl corwolidirtcd rate of $34 per month to $50 pcr month. 

Q22. IF THE COMMISSION AGAJN REJECTS TOTAL CONSOLIDATION, FVOULD 

FURTHER DECONSQLIDATION OF THE AGUA FRIA WASEWATER DISTMCT BE 

APPROPRIATE? 
A22. No, Ms, Hubbard’s testimony discusses this option in some detiiit, Further de- 

consolidation merely exacerbates the current problem. Her prcliminary analysis (Exhibit SLHS) 

indicates that, with the exception of Russell Ranch, wastewater rates on a further deconsolidated 

basis would k at or near cumnt  rate levcts. 

Q23. HAVE YOU DEVELOPED AN INTERIM RATE P U N  OF CONSOLIDATION? 

A23. Yes. I have developed o two-step rate plan, on RR interim basis, thnt begins thc proccss ot 

moving the wastewater rates in all fivc districts towards a single sei of consolidated ntes. 

Proposed residential rates under each step arc shown on Exhibit DW-2. Unlike the company’s 

proposal to immediately adopt a posl;lgc stamp rilfc, this plan provides for much smallcr increases 

2nd decreases on an interim ba&. Under Step 1, Sun Cicy and Sun City West monthly bills would 

10 
11477Pf.ul 



be incrcused by only $2.87 and $1.37, respectively. Nomrally, iiII other districts would rcccive an 

across-the-board percentage reduciion in monthly bills+ However, Anlhem has agreed to 110 

change in ils January 1,2015 Step 3 rate during this interim period. Aq a iesult, customers in the 

Agui Ftia and Mohave Wrlslewilter Districts would receive greater-than-noma1 bill rcductions. 

For instance, Agua Friia’s average Step I bill of $90.1 1 is approximately $4 per month lower t h  

its current average monthly bill under cunenlJy akithotiaed Step 2 nteg and $18 per month lower 

than Step 3 rates which would begin in January 2015, My proposed Step 2 interim monthly bill of 

$68.59 for Agua Fria is only slightly greater than the $66.22 bill under rcconsoIidtttcd rates, 

Accordingly, A p a  Fria customers receive essentially the same rage relief under this interim 

consofidation plan as they would through the reconsolidation of the Anlhctn and Agun Fris 

Wastewater Districts. 

Also of note are significant mle reductions under the plan for 22.5 Sun City customers and 52 Sun 

City West customers with I” or larger water rnelers. 

A flat monthly rate is recommended for all residential customers with no volumetric component 

This is the m e  rate dcsign as that recommended by Ms. Hubbard and is masistent with my cariier 

testimony. 

Q24. \VOULDNT A TIMELY FILtNG BY THE COMPANY ALLEViATE THE NEEE 

FOR STEP 31 

A24 Yes. A filing using my recommended lest year, calendar year 2014, could rcsull in a me4 

up rate decision thni would parlially or totally eliminate the need for Siep 2. 

Q2S. WHAT ABOUT COMMERCIAL RATES? 

A25. Inlerim commercial rate adjustments, except for wholesale and cfllucni rates, would be 

made on an amss-thc-board basis. There are currently over 40 commercial rites among the five 

districts. An in-deplh analysis of these rates is beyond the scbpc of this procccding. Ms. Hubbarc 

wcommcnds combining these mtes into thee flat monthly flat nlcs. I would probably agrcc witt 

1 lJmrv I 
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ner retommcnded flat rake 'for small commercial customers. For most large commercial customers, 

nowever, a volumetric component should be indudcd in thc ratc design. 

Q26. EACH STEP OF YOUR TWQ-STJP CONSOLIDATION PLAM CALLS FOR 15% 

RATE INCREASES FOR SUN CITY CUSTOMERS. HQW DO THESE CUSTOMERS 

BENEFIT FROM CONSOLIDATION? 

426. In the short-run, they don't. Howcvcr, over the ncxt five years, Sun City customers wilt, i n  

111 likelihood, realize consolidation benefiis with respect to increased revenue rcquircmcnis fol 

inticipatcd plant additions at Sun City. Exhibit DLN-3 shows $195 million in projeclcd plan1 

improvements cited by Mr. Bradford in his testimony. Plant additions for the Sun City watewatcl 

system alone are expected to total $9.3 million or 48% of this amount. As indicated on Exhibjl 

DLN-3, !he incremenlal revenue requirement on these improvements, on a stand-alone basis, is 

ipproximately $1.6 million or 20.69% of present rcvcnucs. On 8 consolidated basis, the 

incremental rcvcnue requirement is reduced to 119% of present revenue - it bencfit wotlh abour 

$668,000 annually to Sun City wastcwaier customers. 

427. WHAT ABOUT THE OTHER SYSTEMS TWAT MUST iNCUR A PORTION 01 

THE ADDITIONAL REVENUE REQUIREMENT ON THESE IMPROVEMENTS? 

A27. By definition, the revenue decreases and increases flow b t h  ways. For instance, Russel 

Ranch's package treatment plant is nearing i& uscfui life6. Replacing this facility a u l d  result ii 

large increases in wastewater rates to Russell Ranch as part of the Agua Fria Wastewater Distric 

or even greater incceitscs to its cuslomers on a sland-alone ba..is. On a consolidated basis, thl 

costs asociatcd with a new wastew;tter treatment plant for Russell Rmch would be shared amon1 

the other four districts. In some instarms, the revenue impaa is neutral, as shown for Sun Citj 

West on Exhibit DLN-3. 
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In summary, consolidation, once xhievcsl, provides for less frequcnl rate filings and smaller 

overall #le increases to the more than 63 ,m wastewater customers currenily served by EPCOR. 

V. OTHER INTERIM ALTERNATIVE SOLUTIONS 

Q28. ARE THERE ALTERNATIVES TO CONSOLIDATION THAT WOULD PROVIDE 

INTERIM RATE RELIEF TO AGUA FRLA CUSTOMERS? 

A28. Yes. One option would be the dcfcrral of Step 3 rates for Agua Fria, or r~tc freeze, witf 

recovery by thc Company at a latcr date. The recovery would lake the form of a surcharge agains 

presumbly much lower rates forihcoming lmm the updtrtcd consolidation fi1inj-g. This aption wa! 

derailed in 8 September 4th pleading by An1hem.l It has the advantage of modifying only one raft 

in the inierim. 

Further, reducing the allocation of the Northwest Treatment Plant from 28% 10 my recommendec 

16.5% would provide over $4W,oOO in :innual rale relief to Agua Fria cuslomers. However 

udopling this option would be appropriate only if the Commission decides to rescind its prcviou! 

approval of the Deccmber 15, 2011 Setllement Apemen1 in this proceeding; and, such actiai 

could conceivably raise legal issues. In that regard, ordering the reconsoIidation of tk Anthen 

and Agua Fria districts would, in my view, indirectly rescind the Scltlemenl Agreemenk and ope1 

for re-examination a variety of many other Lmes (including legal) settled in Decision No. 72047 

including the allcciltion of the Northwest Treatment Plant costs. 

Finally, there is the issue of wastewater ratc design. The winkr-average rate design concept h;t! 

been lhomughly discussed in previous tcslimony and rejected. Moreover, any change IO thc 

current ntc design merely shifts rcvenut: rc!spnsbilily from onc group of cmtomcrs to anothei 

group thereby failing tct pmvide any ovcrall rate relief. 

Anthcm's Reply to EPCOR's Rcsponsc to Anthcm's Motion to Stay the Proceedings. 
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029, IS YOUR CONSOLIDATION PLAN PREFERABLE TO THE ALTERNATIVI 

DISCUSSED ABOVE? 

A B .  Yes. It is now time to begin the consolidation process. Thc allernaiives merely delay i€ 

needed aclion by the Commission. 

230, DOES THAT CONCLUDE YOUR 51RECT TESTIMONY? 

GO. Yes, it does. 

719LVl 14 
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Sincerely- 



BEFORE THE ARIZOSA CORPORATION COMhIISSION 

COMhfISSIONERS 

WSTIN K. MAYES, Chairman 
GARY PIERCE 
PAUL, NEWMAN 
SAIYDR.1 D. KENNEDY 
BOB STUMP 

1p5 THE MATTER OF THE APPLKATION UF ) 
ARIZONA-AMERfCAN WATER COMPANY, 1 DOCKET NO. W-01303A-09-0343 
AN ARIZONA CORPORATION, FOR A 1 
DETERMTN.4TION DE THE CURRENT FAIR 1 
VALUE OF ITS UTILITY P L A M  AND 1 
PROPERTY PLNI, FOR MCREASES M ITS 1 
RATES AND CHARGES BASED THEREON FOR ) 
UTILITY SERVICE BY ITS ANTHEM WATER ) 
DISTRICT AND ITS SUN CITY It'ATER 1 
DISTRiCT. 1 

1 IN THE kL4TTER OF THE APPLICATION OF } DOCKET NO. SW41303A-094343 
ARIZONA-AMENCAN WATER COhiPkW, ) 
AN ARIZONA CORPORATION, FOR A 1 
DETERMINATION OF THE C W N T  FAIR ) 
VALUE OF ITS UTILITY PLANT AND 1 
PROPERTY AND FOR INCREASES liif ITS 1 
RATES AND CHARGES BASED THEREON FOR ) 
UTILITY SERVICE BY ITS ANTHE,WAGUA 1 
FRlA WASTEWATER DISTRICT, iTS SUN CfTY 1 
WASTEWATER DISTRlCT AM) STS SUN ClTV ) 
!VEST WASTEWATER DISTRICT. 1 

DIRECT TESTlhXOW OF 
DAH L, IYEIDLIFIGER 

Q1. PLEASE STATE YOUR XAhXE, ADDRESS AIVD OCCUPATIOK. 
A I .  M y  name is Dan L. Neidlinger. My business address is 3030 h'orth 17'h Drive, 

Phoenix, Arizona. I am President of Kcidlinger 8; Associates, Ltd., a consulting firm 

;ptcializing in utility rate cconomica 



42. PLEASE DESCRIBE YOUR PROFESSIONAL QUALIFJCATIONS AND 
EXPERIENCE. 
A2. A summary of my professional qualifications and esperiencc is included in the 

attached Statement of Qualifications. In addition to the Arizona Corporation Commission 
rACC" or 'Yhmmission"), I have presented expert testimony before regulatory 

commissions and agencies in Alaska, California, Colorado, Guam, Idaho, New Mexico, 

Nevada, Tesas, Utah, Wyoming and the Province of Alberta, Canada. 

43. ON 'CVWOSIE BEHALF ARE YOU APPEARING IN THlS PROCEEDING? 
A3. I am appearing on behalf of the Anthem Cornmunit? Council ("Anthem"). Anthem 

has intervened in this proceeding on behaif of o w  8,800 of its residents that arc water and 

wastewater customers of Arizona-American Water Company ("AAWC' ut "Company"'). 

Q4. WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS 

CASE? 

A 4  My testimony addresses the "rate shock" issue confronting the Commission in this 

case as i t  relates to the requested water and wastewater increases for the Company's 

Anthem District. AAWC has requested approximately a10096 increase in water rates and 

approximately an 82% increase in \vasteaater rates based on a calendar 2008 test year. By 

any standard or measure, these incrsascs constitute rate shock that should be, in my h v ,  

nitigated, 

Before discussing this issue. I believe it is appropriate to reference certain legai ara wments 
hat Anthem intends to present throqb its counsel during the coursc of this proceedin,o. 

M_v understanding in this regard is based upon meeting I have had with Anthem 

*cpresentatires and its counsel. More specifically. i t  is rn! understanding that Anthem 

intends to challenge the lesa! basis for A.4WCs proposed inclusion of the March 2008 

S202 n.tillion AIAC payinent to Puitc Homes in rate base for ratemakin$ purposes in this 



proceeding. This line of argument will be detvloped and presented by Anthem’s counsel 

through cross-examination of othcr parties’ witnesses, oral argument and/or witten briefs. 

Q5. ARE YOU EXPRESSING AN OPINION ON THE MERITS OF ANY LEGAL 

ARGUMENTS TO BE PRESENTED BY ANTHEM IN THIS CASE? 

As. No. I am not a lawyer and therefore not qualified to express an opinion on these 

arguments. 

Q6. IS YOUR CONCERK WITH RESPECT TO RATE SHOCK IN THIS CASE 
BASED SOLELY ON THE LARGE PERCEKTAGE INCREASES REQUESTED? 
A6. No. When evaluating rate shock. one must consider not only the magnitude of the 

percentage increase but the dollar impact. In some instances. t 00% increases may equate 

to onfy a fen. dollars per month - no rate shock. However, in this case for the Anthem 

Districtr the Cornpan? is requesting a S37 per month increase in averase residential water 

bills and a S38 per month increase in averass residential wastewater bills or a total increase 

of 573; per month. If approved, these increases would sew*crely impact on the pocketbooks 

of Anthem’s residential custoitlers. and accordingly should be viewed a5 rate shock. 

Q7- THE TEST YEAR IN THE COMPANY’S LAST CASE AFFECTING 
4NTHEM, DOCKETS 06-0-103, \VAS THE CALENDAR YEAR 2005. WHAT 

SIGISVIFICANT CHANGES OCCURRED DURING THE THREE-YEAR PERIOD 

BETWEES RATE CASES, ZOOS TO 2008, THAT GIVE RISE TO THE LARGE 

INCREASES SOUGHT BY AAWC IN THIS CASE? 

$7. The greatest single change durins this three-year period was the refunding of S20.2 
nillion of AIAC to Pultc Homes in March 2008 under the Fourrh Amendment’. The 



Founh Amendment required AAWC to refund a total of 526.9 miltion - $20.2 miltion in 

March 2008 and the remaining $6.7 million in March 201 0. The combined water and 

sewer fair value rate base finding by the Commission in the last case, Decision 70373, was 

556.4 million. Accordingly, this one refunding event during the current test year increased 

the 2005 rate base by approximately 36%+ The remaining $6.7 refund represents an 

additional increase of 12% over 2005 rate base amounts. Thc very large rate increases 

sought in this case by the Company are to a geeilt exlent due to the 2008 Pulte AIAC 

refund. 

QS. 

TREATMENT FOR THE PULTE REFUND THAT WOULD PARTIALLY 

MITIGATE RATE SHUCK IN THIS CASE? 
AS. Yes. One logical approach to this problem is to rern0t.e the water and wastewater 

plant and related accumulated depreciation associated with the 2008 Pulte refund from 

plant in service for purposes of ratemaking in this proceeding. The net plant would be 

'parked" or deferred and then transferred back to plant in service ratably over the five year 

period of2909 ihrough 2013. The S6+7 million rehund due in March 2010 would be 

accorded the same treatment but transferred to plant in service over the five year period of 

701 I through 2015. Depreciation on all of the Pulte AIAC plant would be stayed until 

reclassified to plant in service. 

HAVE YOU DEVELOPED AN ALTERNATIVE RATEMAKIKG 

Q9. HOW WOULD THIS PLANT BE RECORDED ON THE BOOKS OFAAWC? 

A9. Since the AIAC was used to fund infrastructure that is  recorded in man5 separate 

plant accounts. the most efficient occountin_e would be the establishmcnt of two control 

plant accounts: one for gross utility plant and one for accumulated depreciation. These 

would be contra control accounts. The ofCsettin8 entries for both gross plant and 

accumulated depreciation would bc rccorded in separate plant held for future use accounts, 

Accumulated depreciation would be based on overall accumulatcd depreciation percentages 

75353 
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at December 3 I ,  2008, the end ofthe ttst year. These percentages are 14.93% for water 

plant and 17.38% for tvastewater, 

QlO. NAVE YOU PREPARED AN ANALYSIS THAT ILLUSTRATES THE 
IMPACT OF THiS ALTERNATIVE RATEMAKING TREATMENT ON THE 

PROPOSED INCREASES IN THIS CASE? 

A10. Yes. As shown on the attached Eshibii DLN-I, these plant deferrals coupled with a 

Iowr fate of return reduces the requested increase in water renmm from 100% to 58%. 

Sirnilarl!, the increase in wastewater rewnues is reduced from 83% to 63%. The Company 

indicated in response to Anthem’s first data request that 514.9 million of the March 2008 

refund was water plant and the remaining S5.3 was wstavater plant. Applfing the 

accumulated depreciation percentages prc~-iousl~ discussed, the net plant adjustments to 

water and wastewater rate base ore S 12.7 million and S4.4 million. respectively, as 

indicated in the ”Adjustments“ column on Exhibit DLN-I. 

Ql1. 
WJUSTMENTS CALCULATED? 

41 1, Compusite depreciation rates of1.80% for water plant and 2.92% for wastewater 

)lmt were used to calculate the depreciation adjustments. These adjustments, net of 
ncorne taxes, increase test year operating income for water by 5257,236 and test year 

rpcmting income for wastewater by $96,142, as shown on Eshibit DLN-I. 

HOW WERE THE WATER AND WASTEWATER DEPRECIATION 

Q12. WHY DID YOU ADJUST THE RATE OF RETUM’ DOtViYWARDLY 

FROM AAIVC’S 8.53% TO 73%, AS SHOWN IN THE “ADJZISTMEKTS’ 

EOLUMN ON EXHIBIT DLN-l? 

412, For illustrative purposes, 1 h a w  used the rate crfrsturn determination orthe 

:ommission in Docket No. W-01303A-08-0227 et al. Decision KO. 7140, In this very 
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recent case encompassing the Company's other districts, the Commission adopted an 

overall cost of capital of 7.33%. 

413. PLEASE EXPLAlN EXHIBIT DLN-2. 

A13. Exhibit DLN3 s h o w  a schedule of projected transfers of net deferred plant to 

ptant in service from 2004 through 2015. The exhibit includes the additional 56.7 final 

rehnd installment due in March 2010. As demonstrated on this schedule, the alternative 

ratemaking txatment X am suaesting provides far gradual increases in rate base in contrast 

to the sudden and dramatic increases in rate base shown in this filins that. in my t * i w .  are 

larsely responsible for the resulting rate shock. 

Q14. DOES EXHTBIT DLM-2 ADDRESS WHAT THE ACCOUNTING 

TREATMENT WXJLD BE IF ANTHEM PREVAILED ON THE LEGAL 
ARGUMENTS TO 'IVHICH YOU REFERED IX YOUR ANSWER NO. 4? 

A14. No, i t  does nor. 

Q15. DO YOU HAVE ANY RECOMiLiEND.4TIONS AT THIS TIME WITH 

RESPECT TO RATE CONSOLIDATION? 
A15 No. On February 10: 2010 1 attended a briefins by the Company on B rate 

consolidation inadrl it has developed but have not examined either the model or other 

aspects ofthis issue to the degree necessary to provide specific recommendations at this 

time, It is my understanding that the Strtffw\.ill be providing recommendations on the 

consolidation issue in conneciion with its rate design testimony in this case. I may have 

specific comments to make in subsequent trsiimony on the subject o fme consolidation 

a f w  reviewin_p Staffs recoinmetidations and those of the Cornpan? and RWCO and 

consultation with my client. 

6 



Based on my reviers of the filing in his case, however, I can conclude nt this time thm 

consolidation would provide for more equity with respect to recovery of certain common 

tspenses. 

016. PLEASE EXPLAIN. 
A16. The Company, For instance, allocated through the application of its 4 factor formula 

51,158,078 in managenlent fees to Anthem Water and $1.509,321 to Sun Citj. Water. This 

allocation results in an annual management fee charge to Anthem ofS136 per customer or 
double ihc Mfi per customer chnrse to Sun City, While recognizing cenain economies of 

scale with respect to fixed averhead costs. I view this large differential as unrealistic and 

unsupponable. A sirnitar anonla15 is  observed with respect to the allocation of customer 

accounting expenses. Custumer accounting espenses are essential Iy all customer-relaied. 

The annual per-customer charge to Anthem Water for customer accounting is $2 1 in 

contrast to only $10 for Sun City Water. Rate consolidation would lar_eel_v eliminate these 

cost allocation imbalancesL 

Q17. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

A 17, Yes, it  does. 

7 



EXHIBV DLN-t 

ARIZONA-AMERICAN WATER COMPANY 
ACC DOCKET NOS. W-01303A-09-0343 8 SWQ1303A-090343 

ANTHEM WATER Lt WASTEWATER DlSfRlCTS 

Rate of Return and Utili& Plant Adiustments to Partially Mitioate Rate Shock 

I 
ADJUSTED 

AS FILED (I) ADJUSTMENTS AMOUNT 

Rate Base (2) 
Adjusted Operating Income (3) 
Required Rate of Return (4) 
Operating income Reqmt. 
Operating Income De i  
Gross Rev. Conv. factor 
Increase in Gmss Revenues 
Adjusted Test Year Revenues 
Revenue Increase Percentage 

557,431,984 
439,964 

8.53% 
4,898,948 
4,458,984 

7.392.1 04 
7,356,987 
100.48% 

1.6va 

4 12,666,752 $44,765,232 
257,236 697,200 
-1.20% 7.33% 

3,281,292 
2,584,092 

1.6578 
4,203,907 

58.23% 
7 , 3 ~ , 9 a 7  

WASTEWATER: 
Rate Base (5) $47,735,732 -$4,40a.870 $43 .326,a62 
Adjusted Operating Income (6) -1 91,785 96,142 -95,643 
Required Rate of Return (4) 8.53% -1.20% 7.33% 
Operating Income Reqmt. 4.om,a5a 3,175.859 
Operating Income Del. 4,263,643 3,271,502 
Gmss Rev. Conv. Factw 1.6561 1.6561 
Increase in Grass Revenues 7,061,039 5,417,934 



Adjusted Test Year Revenues 8.637,123 
Revenue Increase Percentage a i  .75% 

8.637.123 
62.73% 

I 

NOTES: 
(1) Per Company Filing 
(2) Pulte Refund - Gmss Utility Plant $14,689,799 Less Accumulated Depreciation ( 14.93%) of $2.223.047 
(3) 2008 Depreciation ( 2.80%) of $416,914 less Income Taxes ( 38.32) of $159.678 
(4) Adjustment to Reduce Rate of Return to 7.33% per ACC Rate of Relurn Finding in Decision No. 71410 
(ti) Pulte Refund - Gross Ulility Plant $5,336,323 Less Accumulated Dqxecialiin ( 17.38%) af $927,453 
(6) 2008 Depreciation ( 2.92%) of $155.821 less Income Taxes ( 38.3%) of $59,679 



EXHlBIT DLN-2 

ARIZONA-AMERICAN WATER COMPANY 
ACC DOCKET NOS. W-01303A-09-0343 & SW-01303A-09-0343 

ANTHEM WATER 8 WASTEWATER DISTRICTS 

Prolected Annual Transfers of Net Deferred Plant to Plant in Service 

DEFERRED NET UTILITY PLANT 

BALANCE ADDITIONS (t) TO PLANT IN SER. BALANCE 
PROJECTED BEGINNING TRANSFERS ENDING 

WATER: 
2009 $12.666.752 52333.350 $10,133,402 
2010 10.1 33,402 $4,104.54 1 -2,533.350 11,704,593 

I 1,704,593 -3,354,259 8,350,334 201 1 
2012 8,350,334 -3.354.259 4,996,075 
2013 4,996,075 3.354259 1,641,816 
2014 1,641 '81 6 -820,908 820,908 
2015 820,908 -820,908 0 

I---- 

WASEWATER: 
m $4,408,870 -%a1 ,774 $3,527,096 
201 0 3,527,096 $1,397.086 -881,774 4,042,408 
201 1 4,042,408 -1.161,191 2,881,217 
201 2 2,881,217 -1,161.191 1,720,026 
2013 1,720,026 -1.161.191 558.835 
2014 558.835 -279.41 7 279.418 





1. General; 
Mr. Neidlinger is President of Neidlingct & Associates, Lid., a Phaenix consulting fim spceializing in 
uriliry rate economics and financial manapmcnt. During his consulting career, he has managed and 

performed numerous assignments related to utility ratmiking and energy management. 

II, Educatfan: 
Mr. Neidlinger was gaduated from Purduc University with a Bachelor of Science degree in Elecmcal 
Engineering. He also holds a hlnsrer of Science degree in industrial Management From hrdue's b n n e n  
Graduate Schaol of Management. Hc is a licensed Cemifted Public Accountant in Arizona and Ohio. 

111. Consalting Expericnec: 
hlr. Neidlinger has presented expert testimony on financial, accountins, cost of service and rate design 

issucs in regulatory proceedings throughouk the wvcst~rn United Smes involving campanics fmm csmy 

segment of the utilit). industry. Testimony presented to lhcx regulatory bodies has k n  on behalf of 
commission staffs. appIicant ulilities, indusm'al intrnenorj and consumer ycncks. He has also testified 
in a number of civil litigation mttm involving utility ratemking and mce s c m d  a; a Special Master to 
a Nevada court in a lawsuit involving a Noads public utility. 

Mr. Neidlinger has perfmed fasibitity studies related to enera  management includirig cogeneration, 

seKgenention, peak sharing and load-shifting analyses far clients with large electric loads,. In addiiion. 
he has consulted with U.S. Arm); insdlations on priwizarian of utility systems and assisted these and 
otfrcr consumsr clients in contract negotiations with utility proriders of clcctric, gas and wastewater 

senicr.. 

Mr. Neidlinger has extensive experience in the coning and pricing of utility services, During his 
consulting career, he has been responsible fur he  design and implementation of utiliv rates for numerous 
clcctric, gas, water and ivastewater utility clients ranging in size from 50 to 30,000 cusiomers. 

IV. Professional Affiliations: 

Professional affiliations include the American lnstirute of Cerrified Public Accwnfanti~ 



BEFORE THE ARIZONA COW R4f&T/()EwM MISSION 

KRISTIN K, MAYES, Cboirman 
GARY PIERCE 
PAUL NEWMAN 
SANDRA D. KEKNEDY 
BOB STUMP 

Il4 THE M.4TTER OF THE APPLlC.4TION OF ) 
ARIZOSA-AMERICAN It'ATER COMPANY, 1 DOCKET KO. U'-0 1303A-O9*0343 
AN AWZOSA CORPORATION, FOR A 1 
DETERhlNATION OF THE CURFEN FAIR ) 
VALUE OF ITS UTILITY PLANT AKQ 1 
PROPERTY AND FOR INCREASES M ITS 1 
RATES AND CHARGES BASED THEREON FOR ) 
UTILITY SERVICE BY ITS ANTHEM WATER ) 
DISTRICT AND fTS SUN CITY WATER 1 
DISTRICT. ) 

E4 THE MATTER OF THE APPLICATION OF j POCKET NO. SW-013O;A-Q9-034j 
ARIZONA-AMERICAN WATER COMPANY, ) 
AN ARIZONA CORPORATION. FOR A 1 
DETERMINATION OF THE C U W W  FAIR ) 
VALUE OF JTS UffLITY PLANT AND 1 
PROPERTY AND FOR h'CREASES M ITS ) ANTHEM COM&IUNITY 
RATES AND CHARGES BASED THEREOS FOR ) COUNCIL'S NOTICE OF FILIXC 
UTILITY SERVICE BY ITS ANTHEhVAGUA ) OF REVISED EXHIBIT 
FRlA WASTEa'ATER DISTRICT. ITS S U N  CITY ) 
WASTEWATER DISTRf CT AND ITS SUN CITY ) 
WEST WASTEW.4lXR RISTRICT. 1 

By means of this submittal, the Anthem Community Council (-Anthem") hercbv 

provides noticc of its filing of il revised exhibit in the above-captioned and above-docketed 

proceedings in connection with the previously-filed prepared Direct Testimony oFDm L. 
Neidlinpsr. On March 8,2010. Anthem filed the aforesaid testimony and eshibits thereto 

of its witness Dan L. h'eidlinpcr. Shortly thereafter, Mr, Neidlinges became aware of 

information filcd in August 2009 by Arizona- Amencan Water Cornpan? ("AAWC") which 

supplemented thc July 2.2009 prepared Direct Tcsiiinony of AA WC witness Thomas 

Brodsrick. This supplemental infomiation occasioned a change in Mr. Neidlingct's Exhibit 



ILN-1, The results of that change have Been reflected in Revised Eshibit DLN-1, it copy 

if which is attached hereto and incorporated herein by this reference; and the effect of such 

evision is to reduce the 58.23% increase in water rates s h o w  on the original cshibit to 

i 5.39%. 

Revised Eshibit DLN-I wVill be substituted for Exhibit DLN-1 during the evidentiary 

ieitrings which are currentis scheduItd to cominence in the above-captioned and above- 

iwkzted proceedings on April 19.2010. There are no changes to the wastewater analysis. 

DATED this 12th day of March 2010. 

Respectfully submitted, 

Judith M. Dworkin 
Sacks Tierney PA 
4250 N. Drinkwater Blvd., 4th Floor 
Scottsdale, Arizona 8325 14693 

and 

Lawrence V. Robertson, Jr. 
P .0 .  Bos 1448 
Tubac, Arizona 85646-1 448 

Attorneys for Anthem Cornmunit! Council 

T’hs original and fifteen (1  5) copies ofthe 
foregoing Notice arc beinp mailed 
this 11 th day of March, 20 I O  to: 

Docket Control 
Arizona Corporation Commission 
1200 West Washirqton Street 
Phwnis, AZ 85007 



1 

3 
1 

3 

4 

5 

6 

7 

8 

9 
10 

1 1  

19 1 

20 

21 
73 *" 

23 

24 

25 

26 

27 

28 

A copy of the foregoing Notice is being 
mailed or emailed this same date to: 

Teena Wolfe, Administrative Law Judge 
Hearing Division 
Arizona Corporation Commission 
I200 W. Washington 
Phoenix, A2 85007 

811 parties of record 
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EXHIBIT DLN-T 
Revised 3-10-10 

ARIZONA-AMERICAN WATER COMPANY 
ACC ROCKET NOS. W-01303A49-0343 8 SW-01303A-09-0343 

ANTHEM WATER & WASTEWATER DISTRICTS 

Rate of Return and Utility Plant Adiustments to Partiallv Mitisate Rate Shock 

DESCRJPTION 
WATER: 

Rate Base (2) 
Adjusted Operating Income (3) 
Required Rate of Return (4) 
Operating l n m e  Reqrnt, 
Operating Income Def. 
Gross Rev. Cow. Factor 
Jncrease in Gross Revenues 
Adjusted Test Year Revenues 
Revenue Increase Percentage 

AS FILED (1) 

$57.430.024 
514,449 

8.53% 
4,898,781 

1.6578 
7,268.346 

97.1 3% 

4,384,332 

7,483,274 

ADJUSTED 
ADJUSTMENTS AMOUNT 

-$12,666.752 $44.763,2 72 
257.236 771.685 
-1.20% 7.33% 

3,281.148 
2,509,463 

1.6578 
4.1 60,187 
7.483.274 

55.59% 

WASTEWATER: 
Rate Base (5) $47,735,732 -$4.408.870 s43,m.am 
Adjusted Operating Income (6) -1 91.785 96,142 -95,643 
Required Rate of Return (4) 8.53% -1.20% 7.33% 
Operating Income Reqmt. 4,071,858 3'175,859 
Operating Income Def. 4,263,643 3,271,502 
Gmss Rev. Conv. Factor 1.6561 1.65fii 
increase in Gross Revenues 7,061,019 5.41 7.934 



Adjusled Test Year Revenues 8,637,123 
Revenue increase Percentage 81.7594 

8,637,123 
62.73% 

NOTES: 
(1) Per Company Original Wastewater Filing and Revised Water Filing 
(2) Puke Refund - Gross Utility Plant $14,889.799 Less Accumulated Depredation ( 14.93%) of $2,223,047 
(3) 2008 Deprecialmn ( 2.80%) of $416,914 less Income Taxes ( 38.3%) ofS159,678 
(4) Adjustment to Reduce Rate of Return to 7.33% per ACC Rate of Return Finding in Decision No. 71410 
(5) Pulte Refund - Gross Utility Plant $5,336,323 Less Accumulated Depreciation ( 17.38%) of 5927,453 
(6) 2008 Depreciation ( 2.92%) of S155.821 less Income Taxes ( 38.3%) of $59,679 
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CUMMISSIONERS 

KRISTIN K, MAYES, Chairman 
GARY PIERCE 
PAUL NEWMAN 
SANDRA D. KENK'EDY 
BOB STUMP 

IN THE MATTER OF THE APPLICATION OF 
ARIZONA-AMERICAN WATER COMPANS, ) uOCKET NO. \(t'-Ot 303A-09-0343 
AN ARIZONA CORPORATION, FOR A 
DETEIU4MATlON OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 1 
PROPERTY AND FOR INCREASES M ITS 1 
RATES A h !  CHARGES BASED THEREON FOR 1 
UTlLITY SERVICE BY ITS ANTHEhl WATER 1 
DIS'IWCT AND ITS SUN CITY WATER 1 
DISTRICT. 1 

) 

1 
M THE MATTER OF THE APPLICATIO8 OF ) DOCKET NO. SW-01303.4-09-0343 
4RIZONA-AMERICAN WATER COMPANY. ) a' ARIZON.4 CORpOfwTIOX, FOR A i 
DETERhlINATIOY OF THE CURRENT FAIR 
WALUE OF ITS UTILITY PLANT AND 1 
?ROPERTY AKD FOR MCREASES IN ITS 1 
UTES AND CHARGES BASED THEREON FOR ) 
JTILITY SERVICE BY ITS ANTHEWAGU.4 ) 
?RIA WASTEWATER DISTRICT, ITS S U N  CITY J 
WASTEWATER DISTRICT AND ITS SUH CITY 
WEST WASTEWATER DISTRICT, 1 

SURREBUTTAL TESTIMONY OF 
DAN L. I\'EIDLISCER 

?i, PLEASE STAE YOUR NAME. ADDRESS AND OCCUPATION. 
21, M y  name is Dan L. Neidlinger. M:. business address is 3020 Nonh 17th Drive. 

'hoenis, Arizona. 1 am Presidcni of Ncidliiigtr R: Associates, Lid., it mmlting firin 

ipccialiting in uliiity rate economies. 



42. DID YOU PREVIOUSLY FILE DIRECT TESTIMONY RJ THIS PROCEEDING? 

A2. Yes, I did. 

Q3. ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING? 

AX I am appearing on behalf ofthr Anthem Community Council C'Anthein"). Anthem 

has intervened in this proceeding on behalf of over 8,800 of its residents that are water and 

wastewater custoiners of Arizona-American Water Company ("AA WC" or "Company"). 

44, WHAT 1s THE PURPOSE OF YOUR S W B U T T A L  TESTIMONY? 

Al.  First, my testimony responds to lhe March 22? 201 0 Rebutial Testiinony of Paul G. 
Townsley on behalf of the Company regarding rate base deferral recommendations made 

by me in my March 8,2010 Direct Testimony associated i d h  the 520.2 inillion Pultc 

refund payment. Second, I discuss the direct testimony recommendations of Sraff witness 

Dorothy Hains with respect to the allocation of the plant arid operating costs of the 

Northwest Valley Reeional Treatment Facility ('-Norlhwest Plant"). In that regard, 1 am 

recommending that Anthem'Ap Fria district receive a much lower allocation percentage 

than the 28% recommended by Ms. Hains. My proposed adjustments with respect to &is 

plant are also applicable tu and thus reduce the rate base recommendations of ihe Company 

and RUCO as well. Finally, I discuss die revenue egect o f  incorporatitg this adjustment 

plus the rate base deferral adjustments discussed in my direct testinion;= it-ith the revenue 

requirements recommendations of Staff, RUCO and the Company? as revised in its April 5,  

101 0 rebunal fihg. 

QS. 
TESTIMONY OF MR. TOWNSLEY? 

A S  The major issue discussed in my direct testimony is the rate shock embodied in the 

Eompany's water and wastewater rate reqwsts. The "rate relief benefits" refined to by 

Mr. To\snslcy at pase 10, lines 1- 10 of his Ksrirnony do not tiicaningt'utly address ihc rate 

WHAT ARE YOUR COMNENTS WITH RESPECT TO THE REBUTTAL 

;5bYb3 

1 



I 

2 

j 

shock resulting from the 530.2 million paynicnt to Pule; aid7 he did not proffer any 

alternative rate shock mitigatioii ideas. He apparently views rare increases in rht. range of 

61% for wastcw\'ater to 80% for water as reasonable. I stron_el,v disasrec. 

4 

j 

To\-nslep did not mention the facr that  he Conipanx ti41 hase an oppoaunity to begin 

earning a return on increasing percentages of this investment prior to 2015. Undcr m y  

proposal, 40% or $8 million of the refund would be transferred to plant in service this year 

- 2010. Accordingly, in is conceivable that h e  Company could be earning a return on this 

ponion of the refind by the year 2012. Similarly, 80% or S 16 rniliion of the refund n-ould 

be eligible for return bv the end of 2012 thereby enabling the Company to be earning a 

return on the bulk of the refund by the year 2014. 

Q6. MR. TOU?JSLEY STATES THE FOLLOWING AT LfNE19, PAGE 10, OF HIS 

6 
7 

8 

9 

10 

1 1 

REBUTTAL TESTIMONY: "Under Mr, Neidlinger's proposal, Arizona-American's 

shareholder will not receive D full return 011 its investment until 2015 n-hich is 

approximately seven years after the ini*.estment IW made." WHAT IS YOUR 
RESPONSE? 

A6. By definition, my proposed ratmaking treatment of the S20.2 inillion Pulte refund 

payment in 2008 defers the return on this investment into the future. FIowxer. Mr, 

19 

20 Q7, DOES THE FACT THAT NElTllER THE STAFF NOR RUCO RECOMMENDED 

21 

22 

23 

2.1 

;2 j 

26 

RATE BASE DEFFERALS, AS MENTIONED ON PAGE 9 OF MR. TONXSLEY'S 

E3UTTAL TESTIMONY, CHANGE YOUR OPINION WITH RESPECT TO YOUR 
RECOMMENDATIONS ON THIS ISSUE? 

A7. No. The fact that neither party recoininended this approach does not invalidate the 

concept. As discussed larcr in my testimony, the revenue increases recommended by both 

the Staff and RUCO do not address or propose to resolve the rate shock issue. 



Northwest Plant in previous cases. Accordingly, as indicated OR Exhibit DLN-1: 1 have 

calculated a recommended growth rate of 1 1 1 customers per year for the four year period 

of 2010 through 2013- This rate of growth is the swage customer growth rate for the 

years 2007 through 2009 and is, in my vieiv: much more realistic than Staffs projection 

since it better reflects the conditions in the housing market now and in the foreseeable 

fiture. 

Q13. PLEASE EXPLAIN EXHIBIT DLN-I. 

A13. Exhibit DLN-2 shows the calculation details supporting Staffs 28% allocation 

percentage and my recommended allocation percentage of 16.5% (rounded up from the 

16.4 I % calculated percentage). My calculatiun assumptions for maximum peak day flows 

pet customtr are the same as those used by Ms. Hains. The only variant is the chang  in 

the forecasted customer grotvtli rate, 

414. WHY HAS STAFF USED A 28% ALLOfATfON FACTOR WHEN THE 

CALCULATIONS ON EXHIBIT DLN-2 SHOW A 26.94% FACTOR? 

A14 

that per-customer rnasiinum daiIy flows for WAF appear to be increasing, relative to Sun 

City Westz and the allocation factor accordin_ply \\'as adjusted upm.rdly to 28% However, 

no revised calculations were provided by Staff to support this adjustment. 

That question was asked in Anthem's Data Request 2.1 to Staff. Staff responded 

QlS. HAVE YOU CALCUL.ATED THE EFFECT OF YOUR REVISED 

ALLOCATION PERCENTAGE ON THE RATE BASE AND OPERATING INCOME 

RECOMhlENDATiONS OF ?HE COMPANY, STAFF AND RUCU FOR THE 

ANTHEM/AGUA FRfA WASTEWATER DISTRICT? 
A I  5, Yes. Adjustinelis to reduce rate base and increase operaring income due to the 

lcnvering ofthe allocation factor to i63% arc' shorm on Eshibit DLN-3. A reduction of 

approximately 02.5 inillion is propwed for Staffs rate base and the Company's rebuttal 

mp63  

6 



rate base, A larger reduction, approximately $3.3 million, is proposed for RUCO's rate 

base since it includes 3% of the Nonhiwst Plant. Corresponding increases to operating 

income are S 127J 16 for Staff and Coinpan! and S3,53,935 for RUCO. 
Eshibit DLNd shows the effect on resenue requirements of combining the Norzh\vest Plant 

adjustinent and the 2008 Pultt: adjustinmt, A5 indicated on that schedule: these 

adjustitlents reduce Staffs proposed tt'astetsater increase from 58% tu 45%. RUCO's 

proposed increase is reducccd froiii 61 *h to 46% and the Company's proposed increase of 

6 1% is  reduced to 49%. 

416. WHAT DOES EXHIBIT DLW-5 SHOW? 

AI  6, Exhibit DLN-5 provides a comparison of Anthein Water revenue trquireiitent 

recoinmendations of StaK RUCO and Company rebutral with the proposed increases after 

making the Pulte refund adjustments discussed in m y  direct testimony. The rate base 

deferral of the Pultc refund reduces the revenue requirements for Anthein Water by 21% 10 

23% thereby somewhat mitigating rate shock in this case. In my siew, there remains il 

fairly sipnificanr itinount of wtc shock even at the adjusted levels of increase shown on 

Exhibits DLN-4 & 5 .  Staff, RUCO and the Company ha1-e dune very little IO deal with this 

problem, Their rate increase proposals remain at extremely hish ievels ranziiis lironl 58% 

for u-aste\wer to 80% for water. 

Q17. KAS THE COMPANY ClIANGED ITS POSITION IN THIS CASE WITH 

RESPECT TO THE DE-CONSOLIDATION OF WASTEWATER RATES FOR 

ANTHEM AND AGUA FRIA? 

A 17. Yes. The Company's inilia1 filing in lhe 08-0327 case included a proposal to de- 

consolidate the wastewater rates for Anthm and Agua Fria. Apparently, at Staffs rcqucst. 

the ArithetnrAgua Fria Wasiewater Dislrict rate request was pulled from thal filing and 

refilled in this case on a consolidated bask. As discussed in tbe revised direct testimony of 

Con~pan>~ witncss ~10111as Broderick in this case, de-consolidation would not make seiw 

t m . ;  
-. 
i 



in view of the Commission's directive t5 tivaluaie the feasibifiiy of r i t ~  colisolidatioll 

among all ofthe districts. I apcc with Mr. Broderick's logic. However? should 

consolidation of rates among AAWC's trastewater districts not be acliiewd in this case, th 

de-consolidation issue should be revisited as pan of any final toiiiniission decision in this 

proceeding. 

218. 

4 18. Yes, it  does, 

DOES THIS CONCLUDE YOUR SURREBUTTAL TESTIMONY? 

11063 

a 



I/ 
Rokn J. hicdi 
me tl i@.sdaw.com 
Jeffrey W+ Crockett 
icrockett$ilswlaw.c~ 
Snclla Wilrner LLP 
400 E Van Buren 
Phoenix, A 2  83004-2202 

Michael Patten 
mDatiem@rdD-law corn 
Roshkn DeWulf 8: Patten PLC 
300 E Van Buren Suiic 800 
Phoenis, AZ 8500.1-2262 

Greg Patterson 
gwttenon3Gkos.net 
916 W. Adams, Suite 3 
Phwnis, .a 85007 
Attorneys far WUAA 

COPY of the forezoing mailed 
this 15* day of April, 2010, to: 

Law Woods, President 
Property Onners and Residents Association 
13815 E. Camino I3el Sol 
Sun Cily West, AZ 83375 

W.R. Hanssn 
12302 W. Swallow Drive 
Sun City, AZ 85029 

Bradley J. Jcrrenia 
Brownstein Hyait Farber Scllrcck. LLP 
21 E. Carrillo Street 
Santa Barbara, CA 93 10 I 
Aitornep for Anthem Golf and Country Cfub 

mailto:i@.sdaw.com
http://gwttenon3Gkos.net


ARlZ6NAAMERICAN WATER COMPANY 
ACC MICKET NOS. Wb131)3A49-0343 15 SW.01303AQ9-0343 

ANTHEM WATm &WASTEWATER DlStRICTS 

MORfHWEST w\N PLANT ALLOCATION 
AnthemlAaua Fria & Sun Clhr West Customer G i n  tes 

< 

END OF NEAF CUST. 3c BCWEST CUSY. % 
DESCRIPTION YEAR CUST.[t) GRTH. GRTH. CUSYstlf O R N  GRTH. 

HISTORICAL: 2004 (21 602 34.920 
2005 1.079 477 79.24% 14,931 11 5.07% 
2006 2,581 1.502 139.20% 54.979 47 0.91% 
2007 2.875 294 11.39% 14.9as 7 5.05% 
2008 2.8 15 -59 -2.05% 14,968 -17 -0.11% 
2009 2.914 98 3.40% 14,962 -6 -0.04% 

STAFF PROJECTIONS: 2009 3,520 704 25.00% 14.932 14 0.0% 
2010 4224 704 20.00% 14,996 14 0.09% 
201 1 4,928 704 16.67% 15,010 14 0.093 
2012 5,632 704 14.29'26 15,024 14 0.09% 
2013 6.338 704 t2.50?4 15,038 14 0.09% 

REVISED PROJECTIONS: (3) 2009 2.914 98 3.43% 74.982 -6 -O-M% 
2010 3,025 1 1 1  3.81% 14,962 0 0.00% 
2011 3,136 111 3.67% 14,962 0 O.W% 
2012 3,247 111 3'9% 14,962 0 0.00% 
2013 3,353 111 3.42% 14.962 0 0.00% 

NOTES. 
(1) Historical Year End NCrtheaa Agtia Fria ("NEAF") Customers fur Years 2005 Through 2009 Per Company Responses to 

Anthem Oata Requests 4.8 and 4.9. 
2004 Year End Customers Per Slaff Engineering Report in Rclckei WS41303A-06-0491; N W  Customer b u n t  
is January 2005, 

Through 2009 Sun Cily West Rojected Growth Rate is Flat. 
(31 Projected 2010 Through 2013 Customer Growth for NE# Based 5n Average Growth for Three Years of 2007 



EXXtBIT DLN-2 
Sunubuttal 

ARZOM-AMERICAN WATER COMPANY 
ACC #OCKET NOS. W-01303A-09-0343 8 SW-01301A49-0343 

ANTHEM WATER LL WASTEWATER DlSTRlCTS 

NORTHWEST WW PUNT ALLOCAnON 
Calculation vf ARocation Percentactas 

OESCRIPnON 
STAFF ALLOCAnON PERCENTAGES [I] 

tORTHEAST AGUA FRIA PNEAF"): 
Number of Customers at E d  of Test Year (20081 
Estimated Annual Growlh (2005-2008) (2,81614) 
5 Year Projected Growth (704'5 yrs) 
Projected Number of Customen in 2013 (2.816+3,520) 
Maximum Peak Daily Flaw During Tesl Year (gpdlc) 
Projected Maximum FIQW - 2013 
IUN ClrYWESf: 
Number of Customers al End of Test Yew (2WQ 

5 Year Projected Growth { 1 4 3  yrs) 
Projected Number of Ctlstorners in 2013 (2.816+3.520) 
Maximum Peak Dairy Flow During T e ~ l  Year (,6pdlc) 
Pwiecfed Maximum Flaw - 2013 
Combined Maximum Flow - NORhweSt PIant 

Estimated hWl Grcwfh (2005-2008) 

?ECO#MENDED ALLOCkT- A 
3ORTHEAST AOUA FRt.4 f'NEA$3: 
Number of Customers at End of Test Year (2009) 
Estimated Annual Growth (2007-2009) (333t33) 
4 Year Projected Growtfr (1 11'4 yrs) 
Projected Number of Cwtorners in 2013 (2.914+444) 
Maiximm Peak Daily Flow During Tesl Year [gpdlc) 
Pm@cled Maximum FIw * 2013 
iUN CITY WES'T: 
Nmber of Customers at End of Test Year (20138) 
Estimated Annual Grow!h (2007-20091 (-16l3) 
4 Year mjecled Growth (0'4 yrs) 
Rejected Number of Cuslorners in 2013 (t4,962+0) 
Maximum Peak Daay Flow During Tesl Year (gpdrc) 
Projected Maximum Flow - 2013 
Combined Maximm Flow - Northwest Plant 

AMOUNT 

2,914 
111 
444 

3.358 
168 

564,144 

14,962 
-5 
0 

14,962 
192 

2,872,704 
3 . a 6 , ~ a  

PERCENT 

73.06% 
100.00% 

16.4l0A 

NOTES: 
(1) Per Schedule DUH-1 Appended to SI& Response to Anlhem Data Request 1.1 
(2) h o d  on Pm*lions Shown on Surrebuml Exhibit DLN-1 



ARGXHJASMECUCA13 WATER COMPAW 
AGC DOCKET NOS. W41303A494343 6 SW01303A-OB.0343 

ANTHEM WATER WASTeWATER WSSRETS 

NORTHWEST WW PLANT ALLOCATIW 
Pmtmse~Rale Base and O m h a  Acorn Adktstnahlr to Co m n  oa v. SC f f R U  8 CO 

DESCRIPTION COSTS {l) , ALL=. ALLOC ALLOC, 
Labar S39.6Bo 5140.698 5123.310 S72.M7 
t'urdrased Water 46.939 15.020 13.143 7.745 
Fuel 8 Power (31 
Ch8miiQ (3) 
Managmen1 Fees 
Group lmwance 
Rmh 
ctcleral Owe Eqensa 
MilisoslbnMuS 
Atain\mann, EXpns~ 
OepredaIhn 
Inane Taxes {4) 

Net @eating Expense Adjust 
Opratimg l m t  AdMr. 

373.21 I 119,428 MA92 m.w 
414.181 132.53% 57.985 57.985 
151,381 48.436 42.381 24.975 

1.35 t 4 32 378 223 
22.032 7.056 6.183 3.644 
9.814 3.142 2.749 1.620 

153.557 49,141 42,999 25.339 
lS.353 m.993 5 5 9 t  xma 

AWUST. 
TO STAFF 
L co. (2) 

.550.563 
-5.398 

0 
0 

-17.W 
-155 

~2.539 
-1.129 

-22,999 
-1 7,660 

-rac.as 
125,361 

-S127.316 
$127.316 

-7,278 

-74 .!%3 

-3.423 
-1,522 
-30,998 
-23,803 

-181.722 
220.117 

-5253.935 
s253.935 



EXHIBIT' DLN-6 
Surrebuttal 

62.4 82, I45 44.408.870 537,463,311 
127.318 45,483 342,699 

f.2096 
2,697,71 B 
2,355919 

1 .E561 
3.900.148 
8,637,123 

45.15%' 

-53.345.499 .S4.408.8?0 S39.803.873 
253.935 45.483 322,620 

6.77% 
2,694,722 
2,372,102 

3.6561 
3.928'438 
8,634,567 

45.50% 

-52,482.145 -54,408.870 sa ,525.587 
127.316 45,463 260.872 

7.20% 
2,773,842 
2,512,970 

1.6683 
4.1 32+38a 
8,634,015 

40.56% 

ARKQNA-AMERICAN WATER COMPANY 
ACC EIOCIET NOS. W41303A.094343 & SWQ1303A*W0343 

ANMEM WATER &WASTEWATER DISTRICTS 

AFOTHEAUAGUA FRlA WASTEWATER DlSfRICT 
Comnatison of Staff. RUCO and Corncanv Revenue Rwuirements With Prcpcscd Adiusted Amaunt 

ADJUSTED 
ADJUST. 2) 

RECOMMENDED NW PLANT 
OESCRIPTION PER FILINGS ADJUST. (1) 

rTAFF: (3) 
Rate Base 
Adjusted Operating Income 
Required Rale of Return 
Required Opemlirg I R C O ~ ~  
Operating Income Deficiency 
Gross Revenue Convwsbn factor 
Required Revenue Increase 
Mjated Test Year Revenues 
Percentago Increase in Revenues 

IUCO: (4) 
Rate Base 
Adjusted Operaling Income 
Required Rate of Relurn 
Required Operaling Income 
Operating tncome Deficiency 
Gross Revenue Conversion Fador 
Required Revenue Increase 
Adjusled Test Year Revenues 
Percentage Increase in Revenues 

:OMPANY: 4s) 
Rate Base 
Adjusted Operating Incame 
Required Rate of Return 
Required Operating Income 
Operating Income Derincy 
Gmss Revenue Conversion Faclor 
Required Rewnw Increase 
Adjusted Test Year Revenue$ 
Percentage Increase in Revenues 

S44,359,325 
t69.900 

720% 
3,f93,871 
3,023,971 

1,6561 
5.00f.999 
8.631.923 

57.982 

543,558,242 
23,202 
6.77% 

3.219.693 
3.196,491 

1.6561 
5.293.709 
8,634,567 

61 -31 Ye 

W5.4 16,6#2 
68,073 
7.209'. 

3.269'995 
3.181.922 

1.6683 
5.308.401 
s.m.017 

61.4896 

NOTES: 
(1 1 Per Sutrebultd ExWa DLN-3 
(2) Per Direct Testimony Exhibit 5LN-1; Operating l n c m  Adjustmen1 Modified lor Interest Synchronization 
(3) Per Stan Scheduh GTM-1 
(4) Per Atlachment RCS-3 lo Direcl Testimony of RUCO Witness Ralph Smith - AnthcmIAgua Fria Wasiewaler 
(5) Per Company Rebuttal Schedule A-l - AnthemlAgoa Fna M'asiewakr 



EXHIBIT DLN-5 
Surrebuttal 

ARiZONA-AMERICAN WATER COMPANY 
ACC DOCKET NOS. Wb1303A.09.0343 & SWSl303A496343 

ANTHEM WATER 8 WASTEWATER DlSTRlCfS 

ANMEM WATER DISTRICT 
Comparison of Staff, RUCO and Company Revsnue Reqrriremsnls 

With Prooated Adiusted Amourtts 

OESCRlPttON 
STAFF: (21 
Rate 6ase 
Adjtrsled Opraling Income 
Requid Rate of Relum 
Reguired Operaling tncome 
Operating Income 13eficiency 
Gross Revenue Conversim Factor 
Required Revenue Increase 
Adjusted Test Year Revenues 
Percentage Increase in Revenues 

RUCO: (3) 
Rate Base 
Adjuslcd Operating lnuune 
Required Rate a€ Return 
Required Operating Income 
~ t ' a t i ~  Income Deficiency 
Grass Revenbe Conversim Factor 
Required Revenue Increase 
Adjusted lest Year Revenues 
Perccnlage Increase in Revenues 

COMPANY: (4) 
Rate Ease 
Adjusted Operating Income 
Required Rate of Retwn 
Required Operating tncome 
Operaking Income Refciency 
Gross Revenue Conversion Factor 
Required Revenue Increase 
Adjusted Tesl Yew Revenues 
Percentage Increase in Revenues 

557,291,754 -Si  2666,752 
667,637 1 11,659 

6.77% 
3,878,652 
3,211 2 15 

1.6578 
5,323.552 
7,473.8 $8 

7f.23% 

557,422,164 -S12,666,752 
528,986 11 1.659 

7.20% 
4,134,396 
3,605,410 

1.6538 
5,962.627 

79.69% 
7,4a'~,22ti 

RECOMMENDED P U L E  
PER RUNGS ADJUST. (1) 

S57,368,047 -S 12,666,752 
548,175 I 11,659 

7.MX 
4,130,499 
3,582,324 

1 .e578 
5,938,777 
7,483374 

79.38% 

AMUSED 
AMOUNf 

$44701,295 
659,834 

72094 
3.21 8.493 
2,558,659 

1.6578 
4.241.745 
7,483.274 
' 58.68% 

544.625.002 
779,096 

8.77% 
3.021,115 
2.242.01 7 

1 .a78 
3,715,815 
7.473,618 

49.73% 

5;13,755,412 
540,645 

7.20% 
3,222,390 
2,581,745 

1.6538 

7.402.226 
4.m.6ag 

57.08%. 

NOTES: 
(1) Per Direct Testimony Exhibit DLN-1; Operaling lncome Adjustment Modified for interest Synchronization 
(2) Per Staff Schedule GWB-1 
(3) Per Atlachmenl R C S 2  la Direct Testimony of RUCO Witness Ralph Smilh - Anthem Water 
(4) Per Company Rebuttal Schedule A-1 - Anthem Water 
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FH THE MATTER OF THE .4FPLICATIOX 
3 F  ARIZONA-AMERICAN WATER 
ZOMPAh', AN ARIZONA 

COMMISSIONERS 

DOCKET KO, SW-01303A-09-0313 

EiRfSTIN K, AIAYES, Chairman 
GARY PIERCE 
PAUL KE?VMAK 
SANDRA D. KEKKEDY 
BOB STUMP 

Ih' THE MATTER OF THE APPLICATION 

COMPANY, AN ARIZONA 
CORPORATION, FOR A 
QETEkVINATION OF THE CURRENT 
FAIR VALUE OF ITS UTILITY PLANT 
AND PROPERTY AND FOR INCREASES 
IN ITS RATES AND CHARGES BASED 
THEREON FOR UTILITY SERVICE BY IT 
SUN CITY WATER DISTRICT, 

OF ARIZUXA-AMERICAN WATER 

ANTHEM WATER DISTRICT AND in 

I 
t 

'S 

1 3ETEMINATI6N OF THE CURRENT 
"AIR VALUE OF ITS UTILITY PLANT 
9ND PROPERTY AND FOR INCREASES 
N ITS RATES AND CHARGES BASED 

I 

1 
I rHEREON FOR UTILITY SERVICE BY IT$ 

WTHEiM/AGUA FRIA WASTEWATER 
3ISTRICT, ITS SW! CITY WASTEWATER 
IISTRICT AND ITS S I M  CITY WEST 

FWATER DLqTRtcT. 

DlRECT TESTIaIOSY OF DAK L. SVEIDLIXER 

STAKD-ALOKE RATE DESIGK .4SD RATE CUSSOLIDAIIOX 

21. PLEASE STATE YOUR KAME, ADDRESS AiSD OCCUPATIOS. 

A I .  M y  name is  Dan L. Kcidlinger, M y  business address is 3030 North 17'h 

)rive, Phoenix, Arizona. I ani President of N e i d l i n p  & Associates, Ltd., a consutting 

inti spccializing in utility rate economics. 



42. DID YOU PREVIOUSLY FILE DIRECT ANI) SURREBUTTAI 

TESTlkIOh'Y IN THE REVEKUE REQUIREMENTS PHASE OF THfl 

PROCEEDIKG? 

A2. Yes, I did. 

QS. ON WHOSE BEHALF ARE YOU APPEARISG IN THIS PROCEEDING? 
A3. I ani appearins on behalf of tho Anthcni Cotnmuniiy Council c*Anthern''). Anthen 

has intervened in this proceeding on behalf of  o w  8,800 of its residents that are water ant 

wste\valcr customers of Arizona-American Water Company ("AAWC" or "Compmy"), 

Q-S. 
THE PROCEEDISG? 

A4. 

iv i l l  coninlent on the recoinmendations OT both the Company and Staff on these subjects, 

WHAT 3s THE PURPOSE OF YOUR TESTIMONY IN THIS PHASE OF 

My testimony addresses two topics: smd-alone rate design and mtc consolidation. I 

I* STAND-ALONE RATE DESIGN 

25. NAVE YOU REVIEWED THE RATE DESIGS TESTIMONIES OF 
EOMPANY WITWSS BRODERICK AiVD STAFF WITNESS MICHLIK WITH 
2ESPECT TO THE ANTHEM WATER DISTRICT AND THE ANTHEMIAGUA 
:RIA WASTEWATER DISTRICT? 
15- Yes. In my the current rate designs for both water and wastewater appear to bc 

casonabk but cost of sewicc stridiss wre not filed in this case IO validate this conclusion. 

ibsent water and wastcivater cost of' service analysts. the across-thc-board approach 

ecoinrnsnded by the Company is ihe only logiclrl rate adjustment msclianism available, in 
hr cvcnl tliat the Cointiiission docs nut adopt Compm~-widr rate consolidation in this 

irocseding. This approach is prel'erablc 10 Staft's proposed chatqcs to waler and 

w t e w t e r  rate designs that recommend chanecs without adcquate foundation or support. 



46- WHAT ARE YOUR COMMENTS REGARDING STAFF'S 

RECOMMENDED RATE DESIGNS FOR ANTHEM WATER? 

A6. I have iw objcctions to Staffs proposed stand-alone water rate design. The first 
pertains to the pricing of hislier tiers of the raie structure in relationship to pricing for thc 
f i s t  tier. For instance. for the 5 ; s  s Ti" nxters, Staff recommends that the rate for the firs! 

tier, 0-3,000 gallons, be increased from S1.54 to 52.00 - an increase of 30%. The 

recornmended rate for the second tier, 3.001-9,000 gallons. i s  Sj.00 or 207% greater than 

the current rate of S U I .  llie rcconinicndcd rats for tlic third ticr, usage over 9.000 
gallons, is 57.867 or 253% greater than the current rate of S3.05, 'rim is no justification, 

in my view, for this extreme tilling of the rate striiciure which could create significani 

revenue stability problems for the coin pan^. 

The second objection is related to the proposed changes in tier break-points for the 

larser meter sizes. These are all two-tiered rates. Staff recommends lowering the 

breakpoint for Ihc first tier by aboul 67% For instance, the first ticr break-point for a2" 

commercial meler in Anthem is 1 85.000 gallons. Staff recommends lowring the 

breakpoint for this firsr tier to 66,000 gallons. These changes in tier break-points coupled 

with the prwiously discussed 207% and 259% increases in first and second tier rates would 

increase the bills for man!. coninicrciat customers to 1t.vt.l~ that cannot be logicall_v 

iupponed. For illstance, the current water hill for a 2" meter comrnetcinl cusiomtr using 

200,000 gallons is S630. Under Stars proposed rates, thc bill jumps to S l , W  - a 231% 

,ncreaSe. 

27. DID STAFF PROVIDE AKY COST JUSTXFICATIOK OR OTHER SUPPORT 
FOR THESE PROPOSED AND SICNlFICAhT CHANGl% TO THE WATER 

U T E  DESICSS FOR AXTHEM? 
27. Ho, ir did noi. Staff did not prcparc a cost of senicc study Tor the Anihein Water 

listrick to support its rate design revisions. not did it discuss any non-cost factors that it 

:onsid*red in arriving at its mk proposals. 



QS. IS STAFF ALSO RECOiWklENDINC A MAJOR REVISlUN TO THE 
RESIDENTIAL WASTEWATER RATE FOR CUSTOMERS IN THE 

ANTHEiWAGWA FRIA M'ASTEWATER DISTRICT? 
AS. Yes. The current \.vasLetvater rate for Anihem'Agua Fria residential customers is 
somprised or a fixed monthly charsc and a commodity charge based on water usage with a 
7.000 gallon per month ceiling. Staffs proposed rate design eliminates the fised monrhlv 

: h q e  and rtlcontmcndr a monthly rate based on aserage muiithly water usage in the 

iiionths of January through March - a purc.1~ commoditj rate. This proposed change iri  

rvastrwater rates for Anthem's residential citstoniers should not be accepted, because 
[i) winter lawns are a requirement in Anthem under various land-use rewiciions, and thus 

:ii} a large percentags of the water use in ihc months of January through March i s  turl 

inisation that nei-cr enters the mssfewter collection system. As il result, Anthem 

residential custotners n u l d  be required to pap. under Staffs proposed ratestS, wasteivater 

:barges on noiiesistetil sewra~c. 

Q9. \YMAT IS YOUR RATE DESIGN RECQMMENDATIOK UNDER A STAE;D- 

kLOKE RATE STRUCTURE WITH RESPECT TO RESIDENTIAL, 
WASTEWATER R4TES FOR THE ANTHEMIAGUA FRI.4 WASTEWATER 
DISTRICT? 

$9, I recornmend that rzsidential custmers be b i k d  8 fixed monthly charge for 
satewater services. A fixed monthly charge for residtnlial iwte\wer senice is a 
,tandud mlemaking practice for most \wteu-ater utilities and is consinent with the 

vastewater rates current]? chargcd rtsidcntial custorncrs in the Companyv's other 

vasslsmtcr districts. Further, as discussed under the rate consolidation section of my 

estimon?, 311 residential wastewater ntcs are based on a flat monthi! charsc. 

$ltsrnntivsly. in the event that 111s Commission does not adopt Company-wide consolidated 

a m  in this procwding. thc current fixcdkoinmodity rate structure could be retained iyith 

ny rate increascs applied on an across-the-board basis. 



12. RATE CONSOLIDATION 

QlO. THE COMPANY SUPPORTS RATE CONSOLfDATlON BUT THE STAFI 

RECOMMENDS CONTINUANCE OF THE CURRENT STAND-ALONE 

COKFIGUMTION. WHAT IS \'OUR POSlflQN ON THIS ISSUE? 
k10. In my view, the merits of raic consolidation significantly outweigh any adversc 

:onsequences of il rate conso1id;ltion process. To achiew tlie bsnefils of consolidation 

hosever, of the Company's w c r  and mstiwter districts should be hcludcd in th 
tonsolidation. The panial consolidation alternatives presented by Staff do not provide fo 
any meaningful improvement over the current stand-alone sptem. Similarly. the curren 

"mini-consolid3lion" of the Anthem and Agua Fria Wastewater districts into a single (ant 

isolattd) consolidated district makes no sense. I f  consdidation of all the Company district! 

is not accomplished in this casc, llie Cotmission should de-consolidate these \rastewate 

jistricts and set separate stand-alone rates. 

011. lVH.4T ARE THE MAJOR BENEFITS OF R4TE CONSULIDATIUS? 

AI 1. Rate consolidation provides for the following major benefits: 

1. Lower administrative costs through unified cusloincr occountinp and billing 
systems; 

2- Reductioa in rate cases and associated rate case expenses incurred by the Coinprtny 
Staff. RUCO and other intemenors; 

3 .  Elimination of disioned cost allocations among districts in rate filings - ihesc eosi 
imbdanccs abound in this ca5e as discussed in my direct testimony on revenue 
requirements; 

4. The impleilientation of sinndard customer service policies and related scmico rates 
and char_ees; 

5+ Improved rate stability and elimination of rate shock - tin issue confronting Anthem 
customers in this case; 

6. Reduced customer confusion \sitli respect to dilkii ig rate schcdulcs undcr on?: 
Company umbrelIa; and 

consctn.alion prognni for all dits systems. 
7. The development and implementation of a tarzcicd and comprehensive water 

WXS 
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Mr. Marshall Magruder, an intenetlor in this case, fists 22 mi' consolidation benefits 011 

Table i ,  Pagc 12 of his carlptiled rate design and rate consoridation testimony. His lis! 

incorporates many of the benefits listed above as well as others that desewe some 

consideration. 

412. 

TESTIMONIES SUPPORTING ITS RATE FILING IN THIS CASE? 

h12. Yes. The direct tes:stimonics of Company witnesses Thomas Eroderick1 and Paul C 

DID THE COMPAiY DISCUSS RATE CONSOLIDATION IN DIRECI 

j(ib0jS6 

Townsky? support rate consolidation and discuss in seine detail the beneficial effects ai 
consolidation. Mr. T o ~ ~ n s l q  discussed oni) additional benefit not listed above that is 
worthy of coiiinmt and support. Censolidation would allow the Company to acquire small 

water and wastewter sytsins that arc in disrepair and make needed plant improvements 

without imposing rate shock on their ctistoniers. 

Q 13. YOU SHOW LOWER ADMINISTRATIVE COSTS AS THE FIRST 

BENEFIT ON YOUR LIST. PRIOR TO APPROVAL OF A COXSOLIDATION 

RATE PLAN, SHOULDX'T THE COMAIISSION REQUlRE THE COMPANY TO 
PROVIDE A SPECIFIC COST REDUCTION PLAN THAT WOULD BE 
1R.I PLEMENTED DURING THE CONSOLIDATEON PROCESS? 
AI3. Yes: I believe it should. I t  is incumbent on the Company, in my view, to identifv ilnc 

implement tangible cost reduction bencfits attributable to rate consolidation. In that regard 

the Commission shoiild require thc Company IO provide. annuall?.. reports describing tlif 

progress on its cost rcduction activiiies in its adininistraiive ftinctions. 

/ i l  

I f f  

t i l  

I Revised Dircct l'csiimony oFThoinas M. Broderick, Pages 15 through 19. 

2 Direct Tesliiiion!* of Paul G. Towirslcy, Pages 14 through 2 1. 

6 



Ql4. HAVE YOU REVIEWED TO RATE CONSOLIDATION PLAN DISCUSSEE 
IN THE REBUTTAL U T E  DESIGN TESTXMUNY OF COMPANY WITNESS 
CONSTANCE HEPPENSTALL? 

A14. Yes. Ms. licppsnstalt has dcvcloped a detailed %Step plan for consolidating watel 

and \mtcivater rates for all of the CompanF's water and tmstewatsr districts. As a stanins 
point for step increases, she has used the Company's rebuttal position on water ant 

wastewater revsnuc requirements on a non-consolidated basis.3 I mi in general asreerncn 
with the approach she has taken sincc it mssults in the consotidation of all of the Company'$ 

systems. Ms. Neppenstall's 3-Step plan. however, produces sonic very large percentage 

stcp increases and decreases that I find undesirable and unacceptable. 

Q15 PLEASE EXPLAII';. 

AIS. Exhibit DLM-I? attached. show the percentage changes in step water anc 

\vastett'clter rewnucs tinder Ms. Meppenstall's 3-step plan compared with the perccntag 
changes under ail alternative 5-step consolidation plan. As indicated on Exhibit DLN-I ~ 

her 3-step plan resulrs in water step increases as high as 3 I .SZ% for Mohaw at Step 2 and 

step decreases as hi& as 33.53% for Arithem at Step 3. Similarly, under her plan 

percentage step increases and decreases exceed 25% for the Sun City (increases) and 

AnthtidAgua Fria (decreases) \vasle\vaicr districts. I suggest an allernative 5-step 

approach that constrains up or down percentage step adjustlnem to approximatel)- 1 5% 
s i n s  equal dollar adjustments for each step. Although this plan u.ould admittedly takc 
ionzer to implement. it \$.odd proside h r  an improved smoothing of year-to-!-ear rate 

idjustmen ts. 

316. NAVE YOU DEVELOPED A SPECIFIC SET OF STEP RATES TO 
4CCUiMPAXY THIS ALTERNATIVE PLAF;? 

4 16. No, I hnvc not as of tbt filing ofthis testimony. M y  plan is conceptual at this stag+. 

Company Rebuttal Watw Rewnue Rcquircincnts arc $7 I ,7 1 9,12 1 and Rebuttal 
Wastewater Revtnuc Rtquirmcnts arc S18.601.049. 

60% 
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' * 
A1 8. Yes. As earlier discussed in the stand-alone rate design section of in!. testimony, i 

flat monthly rate is the rate drtsign standard that should be adopted under rate consolidation 

Q19. DOES THIS COKCLUDE YOUR TESTIhIONY OK STARD-ALOKE RATE 
DESIGN AKD R4TE CONSOLIDATION? 
A 19. Yes, it does. 

iaOj  56 

I 

.but a detailed sei ol'stsp rates could be decelopcd with Ms. f-lcppcnsiafl's assistance shoulc 

the Commission desire to Further explore this approach, 

(217. RIS. HEPPENSTALL'S WATER RATE DESfCN CALLS FOR A FIVE TIER 
CU3lltlOlDJTY FUTE COMPONENT. DO YOU AGREE WITH THIS INCREASE 

IN TIERS? 
Al5. Yes. The increase in cornniodity tiers is needed to address the wintion in custome~ 

usqe patterns oillong the varioiis water districts. Withoul this change: large intra-clas: 

revenue subsidies would be esperienced. 

QIS. 
MUKTHLY RATE FOR RESIDENTIAL WASTEWATER SERVICE? 

DO YOU AGREE WITH AIS. HEPPENSTALL'S PROPOSED FLAX 

Y 



EXHIPIT DLN-1 
Rate Consolidation 

ARIZUNAdMERlCAN WATER COMPANY 
ACC CJOCGT NOS. WQlJOfA.09-0343 & SW-Ol303A-094343 
ANTHEM WATER 8 AGUAlFRlA WASWATER OtSsTRICTS 

camoarisan of Cemm+mv Ra te Ccnsoiidatiaa Plan Win Ahernatfur mn 

1 PERCENTAGE CHANGES IN STEP REVENUES (1) 
DISTRICT STEP 1 STEP 2 STEP 3 STEP 4 STEP 5 

IWAWR 
cdmpany Phaselo &an: (2)  
Sun City 
Sun Ci W e 1  
AgW Fria 
Anthem 
W a c  
Mohave 
Havasu 
Paradise vaaey 

Sun City 

Agua Ftia 
hihem 
Tubac 
Ltohave 
Havasu 
Paradisa Vaney 

Attwrativ.5 Ptrase-tn Pbn: (3) 

Sun cily West 

I1.871/0 
0.00% 
0.Wt  

-33.53% 
-16.67% 
2 1.83% 
-0.44% 
a.004; 

O . S %  
-2 st 
.1.21% 

-10.49% 
.7.78% 
t5.01% 
-435% 
2 03% 

8.5% 
-2.61% 
-1.22% 

-11.72% 
-8.44% 
13.05% 
-4.55% 
3.99% 

f.8756 
-2.68% 
-1.23% 
-13.28% 
-9.2 1 Ya 

11.54% 
4.77% 
1.95% 

7.29% 
-2.75% 
-1.26% 
-15.31% - 10.15% 
10.35?5 
.S.Ol% 
1.91?b 

6.809 
-2.834 - 1.2?? - 18.089 

-1 1.3U? 
9.38? 

-5.271 
1.079 

WASTEWATER: 
Company Phase-in Pbn: (2) 
Sun City 25.73% 30.28% 12.181 
Sun City West 9.40% 0 00% 0.001 
AnrheNAgw Fria -16.811 -2s. i 1% - 17. m% 
MOkIW? -26 18% -\O.M% =l,%l% 

I Alternative IWse-R Pbn: (3) 
Sun City t6.75% 14.35% 12.552 11.15% 10.039 
Sun C i i  West 1 .&a% 1.841 1.81% 1.78% 1 .753 
Anthemmgua Fris -9.76% -10 81% - 12.12% - 13.79% -16.007 
hlchave -7.03% -T,56% -3.17% -8.90% -9.779 

NOTES. 
( I )  Step Increases Beginning With Company Total Nw-Corrsolidated Water rave nu^ crl S71.719.121 and Total 

(2) Rebultal Rate Design Testimony cf Campany Vfiness Comawe Heppenstal - ampany Rebuttal Revenlles 

(3) Assunes Ecual Sfeo AdjustmeW over 5 Steps 

Nan-Consolidated tpfaslewacer Revenues of 5.29.602.049 Both are C w a n y  Rebultal R w m e  Levels. 

With Rate ConsoLidatim kWd v3. 
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EXECUTIVE SUAI&lARY - DIRECTTESTIhlONY 

Dan L. Weidlinger testifies hit: 

$lie Anthem Community Council ("Anthem") represents over 8,800 of its residents that are 

t-ater and wastewater customers of Arizona-American Water Company ("AAWC* 01 

*Company"). In connection with h.4NC's application to pemmently increase rates for cenain 01 

he Company's water and wastewater districts in Arizona, the Arizona Corporation Commission's 

itaff (;Staff') has recommended a srand-dane rate design and A4WC has reconimended a 

:onsolidatcd rate design. The focus of my tcnimooy addresses these recomniendarions. 

bnd-Alane Rate Dcsinn 

I have two objections to Staffs proposed stand-alone m l e r  rate design for the Anthem 

Water District. Firsst, there is no justification for the estreme tilting of t l ~  rate structure which 

:ould create significant resenue stability problems for the Company. For insmnce, for the 9 8 '  s 

irr)' meters, Staf fs  reconmended rate (i) For the first tier, 0-3,OOO gallons, results in an increase 

iorn $1.54 to $2.00 - or 30%, (ii) for the second tier, j,001-9,000 gallons, is  S5+00 or 207% 

greater than the current rate of SUI,  (iii) for the third tier, wase over 3,000 pllons, is $7,867 01 

5 3 %  greater than the cutrent rate of S3,08. Second, the proposed changes in tier break-points fol 

he larger meter sizes, when coupled with Staff's proposed 307% and 255% mtc increases will 

ncrease the bills for many commercial customers to levels that cannot be logically supponed. Fot 

nstance, the water bill for a 2" meter cornmcrcial customer wing 200,000 gallons would increase 

51%. Staff did not prepare P cost of sewice study for the Anthem Water District 10 support i t5 

ate design revisions, nor did ir discuss any non-cost factors that it considered in arrivins at its m12 

rroposals. 

The current wiistewakr rate for Anthcnb'Agua Fria Wastewater District rssidenrial 

usiornerr is comprised of a fixed monthly charge and a commodity charze based on wter  usas2 

4th a 7,000 gallon per month ceiling. Staffs proposed rate design eliminates rhe fised monthly 

hargt and recommends a monthly rate based on a \ * c n ~ c  monthly water usage in the months 01 

anuary through March - a purely commodity rate. Ihis proposed change should not be accepted 

wause it would requirt: Eullhrm wastmacr cusionicrs to pa: \vaaew,\-ater charscs OD nonesisten1 

61586 
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Eewerage. Instead, I recommend that residential customers be billed a fixed monthly charge for 

rvamewater services which is a standard ratemaking practice for most w.steiwiter utilities and is 

consistent with the wastewater rates cwrentiy charged to residential custonws in the Company's 

other wastewater districts. 

AI ternatively, in the event that the Commission does not adopt Company-wide consolidated 

rates in this proceeding, the current fkedkommodity rate suucture could be retained wiirh any rate 

increases applied an an across-the-board basis. Absent water and wastewter cost of service 

analyses, this across-the-board approach recommended by Company witness Thomas Brodcrick is 

the OIII~. logical rate adjustment mechanism available and it is preferable to Staffs proposed 

changes to water and wastewater rate designs thar recommend changes without adequate 

foundation or support. 

Consolidated Rate DesiFn 

In my view, the merits of rate consolidation significantly outweigh any adverse 

consequences of a rate consolidation process. To achieve the benefits of Consolidation, however, 

$J ofthe Company's water and wastewater districts shduld be included in the consolidation. The 

&ai consolidation aiternatiws presented by Staff do not provide for any meaningful 

improvement over the current stand-alone system. Similariy, the current "miniconsolidation" oi 

the Anthem and A p a  Fria JVastcit'ater districts into a single (and isolated) consolidated districr 

makes no sense, If consofidation of all the Company districts is not accomplished in this case, the 

Commission should de-consolidate these watesater districts and set separate stand-alone rates. 

In addition to the benefits articulated by Company witnesses Thomas Broderick and Paul 

Tbtcnsley and by intervenor Marshdl Magruds, the major benefits of rate consolidation, indude 

:i) lower administrative costs through unified customer accounting and billing systems; (ii) 

xduction in rate cases and associaled espznses; (iii) eIirninalion of distorted cost allocations 

mong districts in rate filings; (iv) the implementation of standard customer sewice policies and 

Elated service rates and charges; (v )  improved rate stability and elimination of rate shock; (vi) 

.educed customer conf'uion with respect to the Compaq.3 currently differing rate schedules; (vii) 
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the deselopment and implementation of a tageked and comprehensive water conservation program 

for all of its systems. 

Company Witwss Constance Heppnstall developed 8 three-step plan for consolidating 

water and \vastwater rates far all of the Conipany‘s water and wstzwater districts. While I BM in 

gcneral agreement with her approach since it rcsulrs in the consolidation of at1 of the Company’s 

systems, her plan produces some very I q e  pcrceniage stcp increases and decreases that I find 

undesirable and unacceptable. I suggest an alumatire fiw-step approach that constrains up or 

down percentage stcp itdjusirnents to appmsiniatdy 15% using qual  dollar adjustmznts for each 

step. Although this plan, which is conceptual at this singel ~vould admittedly take longer to 

implement, it would provide for an improved smoothing of year-to-Fe’ear rate adjustmem. 
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COPY of the foregoing mailed 
this 18" day of May, 20 1 or to: 

Teen3 Wolfe, Administrathe Law Judge 
Hearing Division 
Arizona Corporation Coinmission 
1200 W. Washington Suet 
Phoenis, AZ 85007 

Thomas H. Campkll 
TCamnbellG?LRLarv.com 
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Daniel Pozefsky 
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13003 N. Central Avenue, Suite 2600 
Phoenix, AZ 85012 
AttorneFs for DMB Nhiie Tank. LLC 
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Arizona Corporation Commission 
1200 West Washinzton Street 
Phoenis, AZ 85007 

Robert J. Medi 
rmetli.Qswlaw.com 
Jeffrey W. Crockett 
jcrocket~.%3s.rvla~v.com 
Sntll& Wilmer LLP 
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Michael Panen 
mmttenS rdn-1 aw.corn 
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Phoenis, A2 85094-2262 

I Greg Patterson 
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916 W. Adams, Suite 3 
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Artornys for UWAA 

W,R, Hansen 
ipbill scwaz43aolrQm 
12302 W, Swallow Drive 
Sun City West, AZ 85024 

Bradley J. Herrema, Esq. 
13 Hcnema-"Z bbfs.ro.m 
Browstein Hyatt Faher Schreck, LLP 
21 E. Carrilla Street 
Santa B a r h a ,  CA 95 la 1 
Attorneys for Anthem Golf and Country Club 

Norman D. James, Esq. 
niarnes4? fclaw.com 
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Marshall fvfapder, Esq. 
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P.O. Box 1267 
Tubac, AZ 85646-1267 

Andrew M. Miller, Esq. 
a m i l l c r ~ ~ a d i s e v a ~ l e ~ . a z - a ~ ~  
Town Attorney 
6401 E. Lincoln Drive 
Paradise Valley, AZ 85253 
Attorneys for Town of Paradise Valley 

Joan S. Burke, €sq. 
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Law Ofice  of Joan S. Burke 
1650 N. First Avenue 
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Attorneys for Mashie, LLC? dba Cone Bella Golf Club 

Larry I). wtxxis 
15 14 1 W. Horseman Lane 
Sun City West, -42 85375 

Philip Cook 
10111 W. Signal Butte Circle 
Sun City, AZ 85373 
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Keidlinser & Associates, Ltd, 
3020 N.17th Drive 
Phoenis, AZ S5012 
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EXBHlT DLN-2 

EPCOR WASTEWATER 
INTERIM CONSOLIDATED RESIDENTIAL RATES 

2-STEP PHASE IN 

MONTHLY WASTEWATER FLAT RATES 
PRESENT STEP I STEP 2 

Agua Fria Re 
Mohave R e s i w  1 

RATES (1) RATES (2) RATES (3) 
S18.11 $20.83 $23.95 
30.96 32.1 0 33.20 
51.80 47.1 1 41 -36 

108.34 98.54 86.50 
82.79 75.30 66.10 

STEP 
INCREASES (DECREASES) 

$2.72 53.12 
15.02% 14,98% 

$1.14 $1.10 
3.68% 3.43% 

Sun City: 
Step Increase 
Percentage Increase 

Sun City West: 
Step Increase 
Percentage Increase 

Step Decrease 
Percentage Decrease 

Anthem: c 
Agua Fria: 
Step Decrease 49 ,  

Step Decrease 47.49 

Percentage Decrease -9.05%' A 

Mohave: 

Percentage Decrease -9.05% 

(1) Present Rates for Anthem and Agua Fria are Currently Approved Step3 Rates Effective January 1,201 5 
(2) Interim Rates Effective January 1 I 201 5 or Other Later Date Pursuant to a Commission Decision 
(3) Interim Rates Effective January 1 I 2016 or Other Later Date Pursuant to a Commission Decision 



EXHIBIT OLN-3 

1,454375 0.00% 11.90% 
Total EPCOR Wastewater- $27,?23.0@ ibl9,50O.l3ooO 53.299.400 11.90% 11.90% 

NOTES: 
(1) J?esiiontial and C a n u n e r c i a l ~ ~ ~ ~ e s  Excluding Whdesaie and Effluent Sales 
(2) Plant lmp~pvoment Prcjeclkns Per &he Direct Teslimy of EPCOR Wimss Shawn Bradlord 
(3) lnmm4al Revewe Requiremenl on Plant Us@ Estimated Incremental Rate of 16.92% 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

I I COMMISSiONERS 

BOB SmrMF, Chairman 
GARY PIERCE 
BRENDA BURNS 
BOB BURNS 
SUSAN BIlTER SMlTH 

IN THE MATTER OF THE APPUCATiON OF 
ARIZONA-AMERICAN WATER COMPANY, 
AN ARIZONA CORPORATION, FOR A 
DETERMINATION 0FTI-E CURRENT FAIR 
VALUE OF ITS WTILlTY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR U n L I T y  SERVICE BY ITS ANTHEM 
WATER DfSTRICT AND ITS SUN CITY 
WATER DISTRICT. 

IN THE M A T E R  OF THE APPUCATION OF 

AN AIUZQNA CORPORATION, FOR A 
DE'lERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR INCREASES IN ITS 
RATES AND CHARGES BASED THEREON 
FOR UTILITY SERVICE BY 1TS 
ANTHEM/AGUA ERIA WASTEWATER 
DlsniIcT,  ITS SUN CITY WASTEWATER 
DISTRICT AND ITS SUN CEY WEST 
WASTEWATER DISTRICT. 

ARIZONA-AMERICAN WATER COMPANY, 

DOCKFT NO. W-01303A-09-0343 

DOCKET NO. SW-QI303A-09-0343 

ANTHEM COMMUNITY COUNCIL'S 

NOTICE OF FILlNG REVISED EXtfI BIT 
By meas  of this submithi, the Anthem Community Council ("Anthem") hereby provide: 

notice oP its filing of a revised exhibit ia the above-captioned and above-docketed proceedings ir 

connection with &he previously-filed prepared Direct Testimony of Dan L. Meidlinger. On Oclobei 

5, 2014, Anthem filed rhe aforesaid testimony and exhibits thereto of its witness Dan L 

Neidlinger. Exhibit DLN3 attached to the Direct Testimony of Dm L. Neidiingcr filed 01 

October 6,2012 is incorrect. That exhibit was a draft that shows an across-the-board decrease fol 

Anthem, Agua Fria and Mohave far Steps 1 and 2 of the interim masolidation plan. This draft witl 

1 14825z.v I 
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liscutwxt with Anthem, Anthem cearmmended that its rates remain at Step 3 levels d u r i q  this 

nterim period. Mr. Neidlinger agreed and prepared the final %step plan thal is attached and shown 

IS Exhibit DLN-2, Revised. 

Revised Exhibit DLN-2 wilt be substituted for Exhibit DLN-2, as is attached hereto fai 

DATED this 7th day of October, 2014, 

Respectfully submitted, 

Attorneys for Anthem Community Council 
Judith M. Dworkin 
Raxann S. Gallagher 
Sacks Tierney PA 
4250 N. Drinkwater Bhd., 4th Floor 
ScoteidaIe, Atizona 85251-3693 

Lawrence V. Roberbon, Jr. 
Of Counsel to Munger Ghadwick 
P.0. Box 1448 
Tubac, Arizona 85646-1448 
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3RlGINAL AND THIRTEEN (13) COPIES 
If the foregoing HAND-DELIVERED 
o r  FILING this 7th day of October, 2014 lo: 

Docket Control 
4rizona Corporatian Cammission 
1200 W. Washington Sireel 
?hoenix, AZ SO07 

ind COPY of the foregoing mailed or emailed 
.his 7th day oE October, 2014, to: 

3wighl D. Nodes, Administrative Law Judge 
Aearing Division 
bizona Corporation Commission 
Lao w, Washington Street 
?hoenix, AZ 85007 

Lyn Farmer, Chief AdminisIrafive Law judge 
Lfarme@azcc.gov 
4.rizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

lanice M. Alward, Chi@€ Counsel 
t AIward@azcc.gov 
klaureen Smtt, Bq. 

&gill Division 
kizona Corporation Commission 
1200 W. Washingon 

i4Sci>t1@aZcc.gov 

'bQe&t, AZ 84007-2527 

Steve Olea, Direclor 

Jtilities Division 
bizona Corporation Commission 
1200 W, Washington Street 
'hoenix, A2 85007 

iolea@azcc*gov 

3aniel Pozefsky 
DPme fsky@azmco.gov 
RUCU 
1110 W. Washington St., Suite 220 
Phoenix, AZ 855007 
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Greg Patterson, Esq. 
gpattersd@cox.net 
916 W. Adams, Suite 3 
Phoenix, AZ 85007 
Attorneys for WUAA 

Bradley Herrema, Esq. 
BHerrema@bhfs.com 
Brownstein Hyam Farbcr Schreck, LL9 
21 E. Carrillo Street 
Santa Barbara, CA 93101 
Attorneys for Antkrn Golf and Country Club 

Norman D. James, Esq. 
njames@€claw.com 
Jay L. Shapira, Esq. 
jshapiro@ fclaw.com 
Patrick Black, Esq. 
pblack@fcIaw.com 
Fennernore Craig 
3003 N. Central Avenue, Suiic 2600 
Phoenix, AZ 85012 
Attorneys far DMB White Tank, LLC 

Joan S, Burke, Esq. 
joan@jsburkchw.com 
Law Office of Joan S. Burke 
16550 N. First Avenue 
Phoenix, AZ 85003 
Attorneys for Mashie, LLC, dh Cortc Bella Golf Ciub 

Dan Neidlinger 
dneid@cax.ne t 
Neidlingcr & Associates, Ltd. 
3020 N. 17th Drive 
Phoenix, 85012 

Frederick G. Btha 
23024 N, Giovaka Drivc 
gun City West, AZ 85375 

Troy B, Siratman, Esq. 
rStratman@mckazlaw.com 
Mack Drucker & Watson, P.L.C. 
i200 North Central Avenue, Suite 1200 
'hoenix, Arizona 85012 
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Gary Verburg, City Attorney 
grtry .verburg@phoenix.gov 
Daniel L Brown, Assistant City Attorney 
Cythia S. Campbelt, AssEslant City Altorney 
cytfiia.campbellephoenix,gov 
Office of The City Attorney 
200 W. Washington, Suite 1300 
Phoenix, AZ 85003 

Jason Gellrnan 
One AEiona Center 
400 E. Van B u m ,  Suite 800 
Phoenix,AZ moo4 

Michele Van Quathem 
Ryley Caciock & Applewhire 
One Nonh Central 
Suite 1200 
Phoenix, AZ 850044417 

Chad Kaffer 
3200 N. Central Ave., Suite 1200 
Phoenix, AZ 85012 

Craig & Nancy Plumrner 
17174 W, Saguaro Ln. 
Surprise, Arizona 85388 

Nicholas Mascia 
1600 W. Broadway Rd., 200 
Tempe, Arizona 85282 

Mike Alberlsan 
6634 N. 176th Ave. 
Waddell, Arizona 85355 

Jh Weihman 
17200 W. Bell Rd. 
Surprise, Arizona 85374 

Michatt Bailey 
16000 N. Civic Center Plaza 
Surprise, Arizona 85374 

Kevin Chianello 
16074 W. Christy 
Surprise, Arizona 85379 
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Brian O’Neal 
21373 W. Brittle Bush Ln. 
Buckeye, Arizona 85396 

Thomas and Laurie Decatur 
924 Torridon Ct. 
Pickerington, Ohio 43147 

Peggy Rahkola 
17221 N. Citrus 
Surprise, Arizona 85374 

Kenneth Hewitt 
18729 N. Palerrno- Court 
Surprise, Arizona 85387 

Peter Corpus 
Rocfianee Corpus 
8425 N. 181st Drive 
Waddell, Arizona 85355 

Ro&rt Metli 
2398 E. Camelback Ed,, Ste. 240 
Phoenix, Arizona 85016 

Thomas Campbell Michael Hallam 
Lewis Roca Rothgerkr, LLB 
201 East Washington Street, Suite 1200 
Phoenix, Arizona 8 5 W  

Tammy Ryan 
200 West Washington. 9th F1 
Phoenix, Arizona 85093 

Lynn KRtpnik 
6720 North Scotttsdale Rd., Ste 261 
!btrsdale, Arizona 85253 

George Turner 
POBOX12560 
Glendalc, Arizona 8531 8 

Craig Marks 
10645 N. Taturn Blvd. 
Suite 200-676 
Phoenix, AZ 85028 
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Andrew Miller 
6401 E. Lincoln Drive 
Paradise Valley, Az 85253 

Scottsdale Cithns for Sustainable Water 
7322 East Cactus Wren Road 
Scottsdale, Arizona 85250-4526 

Phillip Cook 
10122 West Signa1 Butte Circle 
Sun City, A2 85373 

Larry Woods 
15141 West Horseman Lane 
Sun City West, AZ 85375 

Larry Woods 
13815 East Camim Del Sol 
Sun City West, AZ 85375 

W.R. NBnsen 
12302 West Swallow Drive 
Sun City West, A2 85375 

Marshall Magruder 
?,Os Box 1267 
rubac,AZ 85546 

A'iiiliarn Lipseomb 
14970 W. Bofllelree Aye. 
iurprise,Az 85374 

kash & Ccrash 
.802 North 7th Street 
'hoenix, AZ 85006 

eanne Smckard 
i742 N. 24th Street, Suite 325: 
'hoenix, AZ 85016 

erome Ellison II 
'AX Box 25466 
impe, Arizona 85285-5466 

;usan Han 
3201 N. 35th Ave., Suite €3-3 
'hmnix, Az 85029 
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Jared Evenson 
1600 W. Braadway Rd., Suite 200 
Fempe,AZ 85282 

Dana Rasenbaum 
P.0. Box 25466 
Temp, AZ 85205-5466 

Timothy Duffy 
Cindy J. Duffy 
19997 N. Half Mood Drive 
surprise, A2 85374 

Mike Smith 
25396 N. 83rd Ave., Bldg. B. 
Suite 101 
Peoria, AZ 85381 

Garry Hayes 
1702 E. Highland Avenue 
Suite 204 
Phoenix, AZ 85016 

Jan Garcia 
$600 W. Broadway Rd., Suite 200 
Tempe, Az 85282 

Jim Oxavetz 
1600 W, Btoadway Rd., Suite 200 
Tempe, AZ 85282 

Owen Dejanovich 
P.O. Box 72 
Waddell, Arizona 85355 

Stan M u c h  
17300 N, Sun Valley Parkway 
Surprise, Arizona 85374 

William m d  Erin Parr 
18044 W. Georgia Ct. 
Litcfifieid Park, AZ 85024 

S h a m  Woleott 
20117 N, Painted Cove h n c  
Surprise, AZ 85387 
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MBHFT DLN-2 
REVISED 

EPGOR WASTEWATER 
iWERIM CONSOLIDATED RESIDEIJTW RATES 

&STEP PHASE IN 

MONTHLY WASTEWATER FLAT RATES 
PRESENT STEP f STEP 2 

DESCRIfTlON RATES (1) RATES (2) RATES @) 
Sun CiW Residential $1 8.1 1 $20.98 !S24.t3 
Sun C i  West Residentfel 30.96 32.83 
Anthem Residential - Average Usage 51.80 51.80 
Aqua Frja Residential - Average Usage 106.34 90.1 1 
M~have Residential 82.79 68.86 

33-70 

68.59 
52.41 

51 .eo 

Sun City: 
Step Increase 
Percentaige Increase 

Sun City West: 
Step Increase 
Percentage Increase 

Step Decrease 
Percentage Decrease 

Step Decrease 
Petcentage Decrease 

Step Rectease 

Anthem: 

Agua Ma: 

&haw: 

PetCWlhw D8CWaSB 

STEP 
INCREASES (DECREASES} 

$2.87 $3.15 
15.8556 15.01% 

$1.37 $1 37 
4.43% 4.24% 

$Q.OO $0.00 
0.00% 0.00% 

418.23 -$2152 
-1 6.83% -23.88% 

4 1  3.93 4t6.45 
-1 6.93% -23.89% 

NOTES: 
(1) Present Rates b r  Anthem and Aqua Fria are Currently Approved Step3 Rates Effective January 1 201 5 
(2) interim Rates Effective January 1,2015 or Date Thereakr Pursuant to 8 Commission Order 
(3) Interim Rates Effeclive January 1,2016 of Dale Thareafter Pursuant to aCornmlssion Order 
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22. DID YOU PaEVIUUSLY FILE DIRECT TESTIMONY IN THIS MATTER? 

42- Yes, I did. 

. i  . 
23. ON WHOSE BEHALF ARE YOU APPEARLNG IN THIS PROCEEDING? 

43- I am appearing oo*behaff of the Anthem Community Council (“Anthem’?. Anrhem is 

zarticipating in this proceeding on behalf of over 8,800 a€ its residents that are water and 

wastewater customers of  EPCOR (“COR“ ar “Company“}, formerly Arizona-American Water 

Zompany (“AAWC”). 

24. WHAT IS THE PURPOSE OF THIS A D D I T I O W  TESTIMONY? 

44. M y  testimony addresses certain recornrnendalbns of Staff witness Becker, RUCO w - ~ ~ e s s  

Mease, Verrado witness Simer and Greg Eisert, Chairman of Government Affairs far the Sun City 

domeowners Association. In addition, I will provide a proposed scope and minimum content for 

m updated mst of service filing by EPCOR based on a calendar 2814 test year. 1 also have some 

sommcnts on the rebuttal testimony of the Company. 

05, WHAT IS STAFF WITNESS BECKER RECOMMENDING IN TEflLS CASE? 
A5, Mr. k k e r  discusses six aptions for consideration by the Commission. His first option is 

statewide consolidation, an option I support. The secand option is statewide decornolidation. The 

third option is deconsolidation of the Anthem and Agua Fria Wastewater Districts. The fourth 

option is status quo oc “do nothing” option thereby allowing Step 3 decreases to Anthem and 

increases to Agua Fria ta occur. f agree with Mr. Becker that options two through Four are not 

viable as evidenced by my discussion of these opions in my Dited Testimony. The fifth option is 

similar to the fourth option except the increase to A$ua Fria customers is deferred‘ I recommended 

!his aption in my Direct Testimony as an alternate solution. 

Mr. kcker remmmends that the Commission adopt option 6 - the suspension of Step 3 rates, 

!ffective January 1,2015, for Anthem and Agua Fria, While providing some rate relief to Agua 

c 



Fria C ~ S ~ O M ~ T S ,  this proposal would unfairly deny Anthem customers of the $800,M30 in rate 

reductions during 2015 promised under the Settlement Agreement. This is an unacceptable option 

to Anthem. Mr. Becker’s first and fifth optlons are preferable. 

46. PLEASE DESCRIBE THOSE TWO OPTIONS. 

A6. The Erst of these two options, and Mr. Becket’s first option, is the total consolidation of all 

five wastewater districts. This is the option that I rewmrnended in my direct testimony and one 

also advocated by the Company and other intervenors including Mr. Simer on behalf of Venado. 

Under my proposed 2-step consolidation plan, the average monthly wastewater bill in 2015 (Step 1 

under my plan) for Agua Fria customers would be $4 per month lower than the suspended rates 

recommended by Mr. Becket. Under Mt, Simer’s more aggressive consotidation plan, Agua Fria 

average bills for 2015 would be $23 per month lower than current Step 2 bills. 

The second of these preferable options, and Mr. fjecker’s fifih option, recommends an accounting 

order to allow the Step 3 decrease for Anthem but defer the implementation of the Step 3 increase 

to Agua Fria, ’This option is comparable to the ahernalive 1 discussed on Page 13 of my Direct 

Testimony. Although not my prefemd option, it is a much better option that Mr. Becker’s 

recommended option 6 since it preserves the bargain reached in the Settlement Agreement. 

Q7. WHAT DOES MR MEASE FROM RUCO RECOMMEND? 

A?. Mr. M e a  recommends freezing Anthem and Agua Fris rates at cumnr Step 2 levels - 
Pssenhlly concurring with Mr. Becker’s recommendation to suspend the Step 3 rates approved in 

Decision No. 73227, As previously discussed, I do not agree with this approach for dealing with 

rate refief for Agua Fria customers since it unnecessarily penalizes Anthem’s customers. 

Q3. DOES M R  MEASE ALSO AGREE WlTH M R  BECKER THATTHE COMPANY 

PREPARE AND FILE AH UPDATED COST OF SERVICE FILING? 

A8. Yes, however Mr* Mease did not spccify a test year or filing date. 
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Q9. WHAT ABOUT MR. SIMER’S PROPOSALS? 
A9. Mr. Simer, on behalf of Verrado, recommends achieving total mnsolidation in two step. His 

plan is essentially the same its that prqpased by the Company but implemented over two years 

rather than one year- 

QlO. ON PACES I2,13,I4 AND I8 OF HIS DIRECTTESTIMC)NY, WR. SIMER 

DISCUSSES THE BENEFia  OF RECONSOLIDATING THE ANTHEM AND AGUA 

FRIG WASTEWATER DISTRICTS. DID M R  BECKEK MR MEASE OR ANY OTHER 

NERVENORS SUGGEST RECONSOLIDATION OF THESE DISR.I@TS AS A 

SOLUTlON TO THE CURREHT BILL COMPLAINTS BY AGUA IXM CUSTOMERS? 

A I  0, No, they did not. Mr. Simer’s repetitive testimony in that regard takes a serious step 

backwards when we should be moving forward. My preference is to begin the process of 

consdidation and to do so now, 

Q11. MR EISERT’S REBUTTAL STATEMEN” CLAIMS THAT YOU, AS WELL AS 

MR SIMER, CONSIDERED RECONSOLIDATION As A VLABLE ALTERNATlVE TO 
FULL CONSOLIDATION. IS MR. EISERT CORRECT? 

A l l .  No, f did not consider or recommend reconsulidation of tk Anthem and Apa Fria 

Wastewater Districts as 8 viable alternative IO full consolidation, or under any other scenarios. As 

I have just observed, that approach to addressing the rate level issues on the Company’s 

wastewater systems would be a serious step backward, violate the terms oE the Settlement 

Agreemeat and ultimately punish the Antfiem ratepayers, 

QX2. DO YOU AGREE WITH MR BECKER’S RECOMMENDATION THAT THE 

COMPANY FILE A NEW RATE CASE BY JULY 1,2015 FUR ALL OF ITS WATER AND 
WASTEWATER DISTUCTS BASED ON A CALENDAR2014 TEST YEAR? 
412, Yes, as it relates 10 EPCOR’s wastewater operations. This is consistent With my 

rmmmendation in my Direct Testimony but I suggested an April 1,2015 filing date rather than 



fuly 1,2015- However, I would be cornfortrtble with the setting of a filing date that did not go 

Ieyond July 1,2015. I have not examined the need for a water filing and accordingly, have na 

,pinion with respect to this recommendation of Mr. Becker, 

213. 1V.VHAT IS YOUR RECOMMENDED SCOPE FOR THIS UPDATED 

WASTEWATER FILING? 

433. The wastewater filing should include, but not be limited to, the following: 

1. 

2 

3. 

“A” through “H” schedules for each wastewater district; 

“A” through “W” schedules consolidated; 

Where appropriate, class mst of service “G“ schedules, both stand-alone and 

consolidated; 

Segregation of wastewater costs into ”TreatCo” and “DistCo” components; 4. 

‘a addition, a full and complete documentation of all assumptions and calculations supporting the 

illowtion of common labor costs and administrative expenses as well as any corporate costs 

dlocated to Arizona operations should be included in the filing. 

214. PLEASE EXPLAIN THE uTREATCO” and *DISTCO” COST SEGREGATION YOU 

mCOMMEND. 

U4 During the initial stages of Anthem‘s devdapment, a predecessor company of €PCOR, 

2itizeos Utilities Company, organized its water and wastewater operations under two companies 

atled “TreatCo” and “DistCo”. For wastewater, “TreatCa“ operated all of the wastewater 

natment and dispsal facilities and “DistCo” was responsible for all of the collection systems. 

:or EPCOR, ratemaking under this concept would require the development of a single 

onsotidated ‘TreatCo” rate which woutd then be added to a “DistCo” (or “CfctCo” for 

tastewater) me, unique to ea& of the five wastewater districts, to derennine a toial rate for each 

istrict. Admittedly, the bulk of total wastewater mts are treatment- related. However, this 

osting p r ~ c e s ~  would enable the Commission Eo evaluate the significance, if any, of current and 
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future collection cost variances among the five wastewater districts and their effect on total rates. 

In other words, ”TreatCdCtctCo” (“TC‘) ratemaking represents a modified consolid&on 

approach that still achieves the economies of scale afforded by a single treatment m e  while 

differentiating collection costs. 

Ql5, WOULD THE UlyzEUNDLING OF WASTEWATER COSTS PROVIDE THE 
COhfMSSiON WITH MORE RATEMAKING I?’LE~BILIlY? 

A15 Yes. For instance, the Commission might decide to set a floor and ceiling OR treatment cost 

components thereby altering revenue sharing among the districts that would otherwise be fixed by 

a single treatment rate. I am not advocating this adjustment mechanism at (his time but mention it 

only as one of the possible options under TC ntemaking. Further, system-wide treatment casts 

could be used as a measure of prudency in evaluating EPCOR’s hture treatment plant additions. 

QtL DO YOU HAVE AM COMMENTS ON THE REBUTTAL TeSrr~MoNy OFTHE 

COMPANY? 

AI6. Yes. Ms- Hubbard states in her rebuttal testimony t b t  my proposed 2-step ntes are 

incomplete since revised cammercial ntes were not provided and therefote canno1 be evaluated 

€ram a revenue-neutral standpoint, I recommended in my Direct Testimony revenue neutral, 

across-the-board adjustments be made, at this time, to all commercial ntes due to the complexities 

of the analysis required tt, properly redesign these rates. Mr. Becker’s testimony on bill impacts to 

cerbin commercial customers under the Company’s proposed rates demonstrates the need for this 

furher analysis. This undertaking should bc delayed untiI the aforesaid updated filing is made by 

the Company. 

The Company agrees with the use of calendar 2014 as th bassis for an updated wastewater filing. 

However, Mr. Bradford’s rebuttat testimony states that the Cornpy cannot make this ftlin8 before 

September 30,2015. I originally proposed an April 1, XI15 filing dote but, as stated earlier in this 

testimony, I can support a fitingdate no later than Julyl, 2015 as proposed by Staff. In my view, 



six months is mote than adequate time for the Company to accomplish this I&k. The Company 

was put on notice in June 2012 by Decision No. 73227 that the Commission wanted it lo file a 

system-wide rate case proposing conxrlidatisn “as woo as pssible”, The time for doing so is ion 

overdue, and the Company has the resources to do so by July 1,2015. 

ORIGINAL ANf3 THIRTEEN (13) COPIES 
of the foregoing HAND-DELIVERED 
for FILING this 4th day of November, 2014 la: 

Docket Control 
Arizona Corporation Commission 
12OQ W. Washington Street 
Phoenix, AZ 85007 

md COPY of the foregoing mailed or e-mailed 
[his 4th day of November, 2014, to: 

Mr. Steven M. Olea 
Director, Uriliries Division 
4REONA CORPORATION COMMISSION 
1200 West Washingion Street 
!hoenix, AZ 85007 

as. Janice M. Alward 
:hiefCounsel, iagal Division 
4RIZONA CORPORATION COMMISSION 
.200 West Washington Street 
’hoenix, AZ 85007 
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